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THE ELECTRIC LIGHT AND POWER INDUSTRY 
. . ‘ . 7 , i 
Statistical Data Covering 100 Per Cent of Industry Volu 
1939-1940 (Estimated ) na 
CLASSIFICATION OF SALES (Revised Series 
1940 1939 CG 
Number of Customers as of DECEMBER 3\lst 
Residential or Domestic 24,850,500 23,965,035 +. 3.7 
Rural (Distinct Rural R: ites 686,127 634,249 + 8.2 
Commercial or Industrial: 
Small Light and Power. . 4,259,990 4,215,254 
Large Light and Power 181,712 184,299 
Street and Highway Lighting 24,115 25,032 
Other Public Authorities 87,552 80,078 
Railways and Railroads: 
Street and Int aaig 9 in Railway (1 207 
Electrified Steam Railroads 28 31 
niaidiapaeldaeine.. 1,263 1 123 
Total Ultimate Customers 30,091,488 29,105,306 + 3.4 
Kilowatthours Sold ing of 
Residential or Domesti 23,230,000,000 21,083,507 ,000 +10.2 a 
Rural (Distinct Rural Rat N 2,013 ,900,000 1,881,457 ,000 ‘ 70 by Ppl 
Commercial or Industrial: : poses, 
Small Light and Power 22,239 000,000 20,722,016,000 + 7.3 ably 
Large 43 t and Power 59 560,400,000 51,108,360,000 +16.5 ee 
Street and Highway Lighting 2,143,500,000 2,001 988,000 + 7.1 Sales 
Other Public Authorities 2'717 300,000 2,537 972,000 + 7.1 1614 
Railways and Railri Retai 
Street and Interurb: ilway 3,971,100,000 3,917,873,000 1.4 etal 
Electrified Steam Railr 1,926,300,000 1,847,010,000 + 4.3 cent, 
Interdepartmental! 685,500,000 667 326,000 + 2.7 were 
Total to Ultimate Customers 118,487,000 ,000 105,767,509 ,000 +12.0 
Revenue outpu 
Residential or Domes S885 ,900,000 $843,157 ,600 - 5.1 Fo 
Rural (Distinct Rural re 49 674,000 $5,484 400 + 9.2 try, t 
Commercial or Indu: strial: than 
Small Light and Power 684,740,000 660,683,200 + 3.6 aa 
Large — and Power. . 621,890,000 572,659,100 + 8.6 on re 
Street and “Ny a0 Lighting 76,160,000 75,442,500 1.0 hours 
Other Public Aut} s 43,181,000 40,795,700 5.8 se 
Railways and Railro ads: aw 
Street and Interurban Railw 32 349,000 32,572,900 0.7 in hi 
Electrified Steam Railroad 14,717,000 14,427,300 + 2.0 ‘ate | 
Interdepartmental 4.623.000 4,359,900 6.0 By 
Revenue from Ultimate Customers $2,413,234,000 $2,289,582,600 + 5.4 
= Tt tne 
RESIDENTIAL OR DOMESTIC SERVICE (Revised Series Ge 
Average Customer Data for the 12 Months Ended DECEMBER suppl 
31st and 
Kilowatthours } 952 $97 6.1 
EEN - TALI 2c ge way, 
Average Annua $36.27 535.88 1.1 ae 
Revenue per Kile 3.81e¢ 1. O0¢ $.7 for tl 
Tee seaisl watell ply, « 
GENERATION AND CAPACITY OF U.S. POWER SUPPLY —_ 
1940 1939 ‘, 40 39 1938 1937 ‘, 40/37 hases 
Generation Millions of Kwhrs ses 
35 , Plant 94,500 83,591 + 13.1 69 267 74,689 + 26.7 ver 
35 r Pl 16,250 13,075 + 7.4 13,850 43,472 + 6.0 the « 
140,750 126.666 11.1 113,117 118,161 +19.1 tion 
Generating pera Thousands of Kw ure 
Steam Engines and Turbin 27,844 26,846 3.7 26,035 ~—24,671 +12.9 yy 
Water Wheels and Turbin« 11,568 11,257 2.8 10,911 10,429 +10.9 whic! 
ietetwel Combustion Engin 919 848 §.4 766 679 35.3 leper 
Total 40,331 38,951 3.5 37,712 35,779 +12.7 requi 
Note:The at not t t t f ant I t Ele R reet Lighting, etc., which f 1 
si Generation Capacity 
Millions Kwhrs Thousands Kw _ 
1940 (E 3,850 1,330 Ge 
1939 66 1,367 
193 64 1,330 conti 
93 677 1,356 
{MOL 
net p 
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HE increase in business activity, 
which has accompanied the na- 
tional defense program, the plac- 
ing of foreign war orders and the buying 
by private business for inventory pur- 
poses, has been reflected in a consider- 
ably enlarged demand for electricity. 
Sales of industrial power in 1940 were 
1614 percent above the previous year. 
Retail commercial sales were up 7 per- 
cent, and for residential service 
were up 10 percent. The total power 
output was up 11 percent. 

For the year as a whole for this indus- 
try, the consumer received more service 
than ever before, at the lowest prices 
on record; the employee worked shorter 
hours, at the highest hourly wages; the 
taxing bodies made the largest levies 
in history; and the investor received a 
rate of return on his investment lower 
than at any time since the bottom years 
ff the depression. 

Generating capacity proved ample to 
upply the highest peak loads of the year 
and the large new installations under 
way, as mentioned below, give assurance 
for the future of an adequate power sup- 
ply, except perhaps in isolated locations. 
New army cantonments, camps and air 
bases and new munitions factories, wher- 
ever they have been located throughout 
the country, practically without excep- 
tion, have been found to be reasonably 
within reach of existing power lines 
which have provided an adequate and 
dependable 
required. 


sales 


electric power supply as 


Generating Capacity Added 
Generating capacity added in stations 
ontributing to the public supply in 1940 








amounted to 1,790,000 kilowatts. ‘The 
tet gain in generating capacity, after de- 
lucting for equipment retired from ser- 
vice or reduced in capacity rating, was 
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1,380,000 kilowatts, bringing the total 
generating capacity at the end of the 
year to 40,330,000 kilowatts. 


Six Million Kjlu-vatts to Be Added 
in 1941 and 1942 

Generating capacity to be installed in 
1941 by plants contributing to the public 
supply amounts to 3,412,000 kilowatts. 
In 1942 these plants will add 2,302,000 
kilowatts, according to reports so far 
received. New installations are already 
being scheduled for 1943 and 1944 as 
well. 

Because of the part they play in the 
defense program, it is noted that isolated 
industrial steam plants, which added 
120,000 kilowatts of capacity in 1940, 
will add 251,000 kilowatts in 1941 and 
have already scheduled the installation 
of 110,000 kilowatts in 1942. Thus the 
grand total of new capacity which will 
be installed in the next two years is 
6,076,000 kilowatts. 


Peak Load 

For the country as a whole, the sum 
of the peak loads on the various systems 
was about 10 percent above the similar 
figure for last year, and the total in- 
stalled generating capacity of the coun- 
try was about 30 percent in excess of the 
sum of the individual peak loads. This 
nationwide peak load figure is significant 
only as an indication of the trend of 
load growth and of its approximate re- 
The 


excess represents unused capacity which 


lation to total installed capacity. 


is available to carry additional load and 
capacity held in reserve against break- 
downs, etc. It also includes hydro capac- 
ity which can be depended upon only 
a part of the year, when there is sufh- 
cient stream flow. It does not, however, 
include overload capacity of generating 
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equipment, which can be called upon 
and is an important and_ substantial 
resource in case of need. 


Ample Supply Assured 
So far as can be foreseen at this time, 
except perhaps for isolated situations, 
there will be an ample supply of power 
in 1941 and in 1942 to operate all the 
new munitions factories now projected. 
The increased power use which will 
come from employing more shifts in 
existing factories does not add appreci- 
ably to the peak load on power systems. 
If still further extensions of munitions 
factories should be undertaken, new gen- 
erating capacity can be added to supply 

them as fast as they are built. 


1941 Construction Budget for the 
Private Companies 

According to preliminary reports, con- 
struction budgets for the privately 
owned electric utilities for 1941 will ex- 
ceed 1940 construction expenditures by 
$100,000,000 ; the 1940 budget amount- 
ing to approximately $580,000,000. 
This forecast does not include the 1941 
construction expenditures which will be 
made by public power 
purposes. 


agencies for 


Output in 1940 
Output of electricity in 1940 by all 
agencies, private and public, contributing 
to the public supply, amounted to 140,- 
750,000,000 kilowatthours, compared 
126,666,317,000 kilowatthours in 
Fuels produced 94,500,000,000 
kilowatthours, an increase of 13 percent 


with 
1939, 


over the previous year, and water power 
produced 46,250,000,000 kilowatthours, 
an increase of 7'% percent over 1939. 
Water power production was stimulated 
by improved rainfall during the second 
half of the year. 
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Sales of Electricity 
Basing figures on ten months’ actual 
results, with November and December 
estimated, electric sales and revenues of 
light and power enterprises, both private 
and public, are approximated as follows: 


SALES TO ULTIMATE CONSUMERS 





Classification 
Residential Service 
Small Commercial 
Large Power (Industrial) 
All Other Sales 


ne ll a er 
Small Commercial 
Large Power (Industrial) 


All Other Sales 


One Million New Customers 

The grand total of electric customers 
reaches 30,091,500 at the end of 1940, 
an increase of 986,200 over the number 
at the close of the previous year. In 
many of the states along the North 
Atlantic seaboard practically the entire 
population now uses electric service. 

There are 2,100,000 farm customers 
at the end of the year. The private 
utilities are serving 1,500,000 of these. 
About one-third of the occupied farms 
are now taking electric service. 


Rates 

Average prices for electric service in 
1940 reached all time low levels. At the 
end of the year average price for electric- 
ity for residential or domestic service 
stood at 3.81 cents per kilowatthour as 
compared with 4.00 cents in 1939, and 
7.45 cents two decades ago. The average 
residential customer used 952 kilowatt- 
hours as compared with 897 in 1939. 
The average revenue per customer was 
$36.27. 

Due to the large increase in industrial 
use, industrial power rates declined in 
average price to the lowest point in 
history. Prices in 1940 averaged 1.04 
cents per kilowatthour as compared with 
1.12 cents in 1939 and 1.23 cents during 
a similar war emergency in 1917. 


Revenues and Expenses 


Total revenues approximated $2,413,- 


000,000 for 1940, an increase of 


$124,000,000, or 5.4 percent, over the 
previous year. 


None of this increased 


- 22,250,000,000 
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revenue, however, was carried over to 
balance available for the investor. In- 
creased sales naturally made necessary 
increased generation. More coal was 
burned, and payrolls expanded. Virtu- 


ally every dollar which was gained 





1940 1939 
Kilowatthours 
23,250,000,000 21,084,000,000 
20,722,000,000 
51,108,000,000 
12,854,000,000 


59,550,000,000 
13,450,000,000 
118,500,000,000 105,768,000,000 


Revenues 
$ 886,000,000 $ 843,158,000 


685,000,000 660,683,000 
622,000,000 572,659,000 
220,000,000 213,083,000 


$2,413,000,000 $2,289,583,000 


through increased sales of retail com- 
mercial and of industrial power (about 
$73,000,000) from the war 
emergency was taken away by increased 
taxes. Taxes rose $65,000,000 during 
the year to a new high figure of $405,- 
000,000 and now represent over 17% 
percent of every dollar of gross revenue. 


arising 


SALES OF couenc /| 
AND INDUSTRIAL POWE 


























7 FEDERAL RESERVE BOARD 
4 IND 





December, 19 








As far as domestic service is con 
cerned, about 20 cents out of every do 
lar received from the customer goes tj 
the various governments. Out of ; 
annual bill of $36.27 there is some $7.2 
concealed in direct taxes and the n 
bill of $29.02 is practically the same g 
the net bill one decade ago, althoug 
the kilowatthours furnished the cop 
sumer have increased by 75 percent. 

Almost all of the year’s tax rise 
taken place in Federal taxation, largel 
as the result of the increase in th 
normal income tax from 16% per cent¢ 
taxable net in 1939 to 24 percent ig 
1940. For that reason the operating i 
come from which the investor receivg 
his return was the same as it was th 
year before. 























Refunding and New Capital Issues 





Financing operations in 1940 wen 
confined almost entirely to refundinj 
and approximated $900,000,000 for th 
operating electric light and power com 
panies. This was substantially the sam 
amount as the year before but well unde 
the recent high figure of $1,325,000,00) 
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in 1936. Less than $75,000,000 of throug 





1940 total financing represented capitd 
from the sale of new securities. 
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EX OF INDUSTRIAL PRODUCTION 
(OLD SERIES) 


























1926 ‘27 ‘28 ‘29 ‘30 ‘3) 


Business Activity and Industrial Expansion Determine Sales 

of Power. The Spread Between the Two Curves is a Meas- 

ure of the Growth of the Connected Load, which Has In- 
creased by 1/3 Since 1929. 
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G. H. BOURNE, 
Chairman, EEI 


WELL-PLANNED program, 


out in group 

meetings and general sessions, 
brought accountants of the gas and 
electric utility industries a well-earned 
sense of accomplishment as they con- 
cluded the Fourth National Account- 
ing Conference of the American Gas 
Association and the Edison Electric 
Institute, held December 2, 3 and 4 at 
the Book-Cadillac Hotel in Detroit. 

Throughout the proceedings the com- 
plete cooperation and active interest of 
the delegates representing all account- 
ing sections of both industries was 
evidenced by their conscientious atten- 
dance and participation in the meetings. 
About 600 registered for the conference, 
but it was apparent that many more 
than that number were present at one 
time or another during the sessions. 
Much credit is due the Planning Com- 
mittee, headed by Frank B. Flahive and 
Bernard S. Rodey, Jr., and the account- 
ing committees of the two associations. 
With G. H. Bourne and E. N. Keller 
as co-chairmen, they produced together 
a conference which, through presenta- 
tion of authoritative papers and informal 
discussions, will be of permanent value 
to utility accountants. 

Group meetings, all of them char- 
acterized by large and_ representative 
attendance, occupied all of Monday and 
the afternoons of Tuesday and Wednes- 
day. General sessions were held Tues- 
day and Wednesday mornings and there 
was an informal dinner Tuesday night, 
with a brief speaking program and en- 


ably carried 
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tertainment. On Wednesday afternoon 
many delegates went on conducted tours 
of Henry Ford’s famous Greenfield Vil- 
lage and the Chrysler Motor Company 
plant. 

The tours were arranged by the 
Michigan Consolidated Gas Company 
and the Detroit Edison Company, who 
were hosts to the conference. These 
two companies provided the registration 
facilities and clerical staff for the con- 
ference, made all the arrangements for 
the Tuesday night dinner and were 
largely responsible for the smooth func- 
tioning of the entire program. They 
generously opened their accounting plants 
for inspection, exhibiting the operations 
in detail to scores of interested delegates 
and guests. 


An unannounced high spot of the 
Tuesday general session came when 
Mr. H. C. Davidson, vice-president, 


Consolidated Edison Company of New 
York, Inc., mounted the platform and 
sonorously read out a “warrant and 
summons for one Charles Elmer Kohl- 
hepp.” Mr. Kohlhepp was found in 
the audience and led forward. Mr. 
Davidson then conferred upon him a 
“doctor’s degree” in recognition of his 
generous contribution of time and energy 
and his outstanding accomplishments 
during his tenure as chairman of the 
EEI Depreciation Committee in estab- 
lishing cooperation between the industry 
and the regulatory bodies and making 
real progress toward a solution of the 





Cc. E. KOHLHEPP, 
Honored at Conference 
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E. N. KELLER, 
Chairman, AGA 


depreciation problem. The “diploma” 
leather-bound, embossed _ testi- 
monial book containing the signatures of 
Mr. Kohlhepp’s associates in committee 
work. The “doctor,” usually one of the 
readiest with words, was this time over- 
come with surprise and pleasure.* 

The leading manufacturers of busi- 
ness and accounting machines had set 
up in the hotel complete displays of the 
latest models of their products for the 
special benefit of those attending the con- 
ference. Representatives were on hand 
to demonstrate the operations of the 
machines as applied to ytility accounting. 


Was a 





*Epiror’s Note—The following is from a 
letter from Mr. Kohlhepp: 

“For the reason that surprise and shock 
left me completely speechless at Detroit 
when my great and good friend, H. C. Da- 
vidson, so kindly and over-generously pre- 
sented my ‘Doctor's’ degree, I should appre- 
ciate it if you could find an inch or two of 
space somewhere near the Accounting Sec- 
tion of the next edition of the BULLETIN to 
say what I should have said then. 

“The Depreciation Committee has been 
and is a TEAM. A single-minded, loyal, 
unselfish team seeking to promote the wel- 
fare of the whole industry. No one can 
logically pick one person out of such an 
organization for either criticism or special 
honor. Certainly all members of the Com- 
mittee will agree that if any are to be 
named it would be grossly unfair to separate 
me or anyone else from the work-horse 
group which includes H. C. Davidson, Her- 
man Gruehn, Barney Rodey, Frank Flahive, 
Harry Hasbrouck, and a number of others. 
Further, M. D. Hooven and his Engineering 
Committee have their sleeves rolled up and 
are so busy that the main committee may 
soon have to ‘move over.’ 

“Of course, humans being as they are, I 
am proud of, and grateful for, the kindly 
thought which led to the ‘diploma’—which 
I shall always cherish!” 
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Tuesday General Session 

The first general session was opened 
at 9:30 a.m. Tuesday with Mr. E. N. 
Keller presiding and Mr. G. H. Bourne 
as co-chairman. In brief opening re- 
marks Mr. Keller praised the coopera- 
tive spirit in which the conference had 
been planned by the two associations and 
expressed the hope that the delegates 
would find the program of definite value 
and interest. He introduced Mr. A. 
C. Marshall, president, Detroit Edison 
Company, who formally extended a wel- 
come to the delegates and expressed the 
pleasure of his organization in acting as 
one of the hosts to the conference. 

The size of modern companies, the 
competition they face, and the rapid 
growth of regulation are mainly respon- 
sible for the vastly increased importance 
of accounting in the utility business, Mr. 
Marshall said. He declared the nation- 
al accounting conference is ‘a great 
organization,” permitting accountants to 
do more detailed and accurate work than 
they could accomplish as a mere divi- 
sion of an industry convention. 


Mr. H. C. Hasbrouck, chairman of 
the AGA Depreciation Accounting Com- 
mittee, reviewed the progress made by 
his committee and the EEI Depreciation 
Committee in their collaborative work 
of the past three years. The foremost 
result, he stated, has been the develop- 
ment of mutual respect and confidence 
between the accountants and engineers 
of the utility) companies and those of the 
regulatory agencies, both of whom are 
interested in the complex problems aris- 
ing from the fact of depreciation. The 
latest, and in some respects the most 
encouraging, outcome of this coopera- 
tion was the conference held in Wash- 
ington November 7 under the auspices 
of the N.A.R.U.C. Depreciation Com- 
mittee. Although the purpose of this 
meeting was free and informal inter- 
change of all points of view rather than 
the reaching of definite conclusions, Mr. 
Hasbrouck noted that there had been 
a gratifying indication of general agree- 
ment that informed judgment, even more 
than past experience, should govern the 
determination of the reasonableness of 
depreciation charges. His paper appears 
elsewhere in this issue. 

The next speaker, a man prominent 
in both academic and accounting cir- 
cles, was Professor W. A. Paton of the 
University of Michigan. In discussing 
“Basic Concepts of Property Account- 
ing,” Professor Paton stated that eco- 
momic aspects are perhaps often neg- 
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lected, too much stress being put on 
tangibility of the property itself. ‘“We 
do not keep plant accounts just for the 
sake of having plant accounts but be- 
cause, especially in the utility business, 
plants are so important that a whole 
area of our accounting has a tremendous 
lot to do with the determination of 
periodic, and for that matter, long-run 
income, the measurement of the income 
or loss requirements of a business. . . . 
From that point of view the plant ac- 
count does not become so much a ques- 
tion of value as just a question of cost. 
In a sense, the plant account is just a 
pool of costs awaiting an appropriate 
plan of assignment to the revenues of 
the business.” 

Of special timeliness was the discus- 
sion of the new Excess Profits Tax law 
and its relation to the utility industry 
by Mr. Raymond H. Berry, attorney 
and tax consultant, of the firm of Berry 
and Stevens, Detroit. In terms of actual 
tax liability the law probably will bear 
less heavily upon utility companies than 
upon other enterprises, Mr. Berry said, 
but the complexities of its administra- 
tion are likely to affect them with special 
force. He named high capital invest- 
ments, low rates of earnings, inter-cor- 
porate relationships and the considerable 
reorganizations of the past five years as 
important reasons for this view. With 
certain exceptions, he said, it appeared 
that the utilities would find advantage 
in electing to use invested capital, rather 
than average earnings, as a base for com- 
puting tax liability. Mr. Berry’s paper, 
constituting a thorough discussion of the 
various phases of utility returns under 
the law, is reproduced elsewhere in this 
issue. 


The important subject of evaluating 
customers’ attitudes toward utilities and 
their service was treated in an address 
by Mr. P. E. Eddy, assistant to the vice- 
president, Peoples Gas Light and Coke 
Company, Chicago. Surveys and studies 
of these attitudes cannot be expected 
to result in 100 per cent customer satis- 
faction, Mr. Eddy said, but they do give 
some insight into what customers want, 
what they believe they are entitled to 
and what they are thinking about the 
utility. He cited the experience of his 
company in conducting periodical formal 
service surveys since January of 1936. 
Reviewing the benefits these 
have returned in factual knowledge of 
customer reaction, he stressed that, in 
planning samplings of opinion, impor- 
tance should be given to the viewpoint 


surveys 
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of women and to phrasing of questions 
that will elicit specific information. Hi 
paper appears in this issue. 

The delegates next heard the addres 
of Professor F. Alexander Magoun 
on “Survival Values.” His thesis was 
that man’s discovery of the survival 
value of cooperation is as important as 
his discovery of scientific laws. Good 
team work comes only where there is 
common responsibility for results, Pro- 
fessor Magoun declared. He urged that 
channels of information in industry be 
kept open both ways, so that manage. 
ment and workmen shall have mutual 
education as to the effect of their efforts 
on the whole team. “There is no such 
thing as a good crew or a bad crew,” he 
concluded; “there are only good captains 
and bad captains. What’s the matter 
with your team? Go look into the mir. 
ror—and remember there is survival 
value in cooperation!” Professor Ma. 
goun’s address is reproduced in _ this 
issue. 

The closing speaker at this session 
was Mr. E. P. Durfee, of the National 
Safety: Council, who gave an inspiring 
and timely talk on “Americanism.” 


Wednesday General Session 

Co-chairman G. H. Bourne presided 
over the second general session Wednes- 
day morning, with Mr. Keller occupy- 
ing the other place of honor. 

Mr. Bourne first introduced Mr. John 
W. Batten, vice-president, Michigan 
Consolidated Gas Company. 

Mr. Batten greeted the delegates on 
behalf of his organization, which was co 
host to the conference. 

The next speaker was Mr. F. A. New- 
ton, chairman of the EEI Rate Research 
Committee, whose subject was “Ac 
counting Aspects of Rate Analysis Tech- 
nique.” Emphasizing the need for co 
operation between the makers of rates 
and the accountants, Mr. Newton de 
clared, “From a long experience in rate 
cases before regulatory commissions and 
courts, I have observed that the greater 
part of the work involved in such pro 
ceedings falls upon the accountants.” 
And in the solution of practical, every- 
day problems of rate-making, he pointed 
out, the accountant contributes much. 
“His knowledge of the costs and statis 
tics of operation are essential to a sound 
analysis and sound conclusions. Hi 
analysis of cost trends must play a large 
part in the development of rates to meet 
changing costs and changing conditions. 
A sympathetic understanding of out 
mutual problems will do much to pro- 
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mote the good of our industry.” The 
paper appears in full in this issue. 

A public accountant who for years 
has specialized in utility accounting, Mr. 
L. P. Spacek, of Arthur Andersen and 
Company, Chicago, discussed ‘“Func- 
tional Accounting and Simplification of 
Internal Reports.” He defined func- 
tional accounting, a new development 
now in use by few utility companies, as 
“a system under which the field organ- 
ization reports its activities to the ac- 
counting departments by use of prede- 
termined standard descriptions of such 
activities, without attempting to 
termine the account to which the activity 
is chargeable under the uniform systems 
Under this method of 
field reporting the accounting depart- 
ment is solely responsible for grouping 
the costs of the activities to meet the 
definitions and classifications of the sys- 
tems of accounts prescribed by the reg- 
ulatory authorities as well as those re- 
quired for general and internal corporate 
accounting purposes. Mr. Spacek de- 
clared that a properly installed func- 
tional accounting system would result 
in numerous benefits as compared to 
present systems based on account classifi- 
cations—specifically, by providing man- 
agement with a basic record of what 
work was done and who was responsi- 


de- 


of accounts.” 


ble for doing it. Mr. Spacek’s paper ap- 
pears in this issue. 

Presenting important views on a ques- 
tion of continuing and urgent impor- 
tance to utility: accountants, Honorable 
Nelson Lee Smith, chairman of the 
N.A.R.U.C. Committee on Deprecia- 
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tion, addressed the conference on ‘‘Regu- 
latory Aspects of Depreciation.”  Be- 
depreciation is an important 
element of cost, its proper and adequate 
recognition is equally important from 
the standpoint of the rate-payer and that 
of the owners of utility property, Mr. 
Smith said. The N.A.R.U.C. commit- 
tee recognizes the existence of several 
serious depreciation problems which it 
cannot disregard in view of its obliga- 
tions to the public, he declared, and three 
of the most important are determination 
and proper application of service lives, 
consistency of treatment and retroactive 
adjustments. Regarding the third, the 
commissioner commented: “If past ac- 
cruals have been made in good faith, 
it is likely that required adjustments of 
reserves will follow a somewhat oppor- 
tunistic policy of correction when some 
major change in the property or its own- 
ership affords a chance to make the cor- 
rection with a minimum of disturbance.” 
He stated that the fundamental proposi- 
tions were generally recognized as clear- 
ly by the utility companies as by the 
regulatory agencies, and emphasized the 
desirability of continued cooperation be- 
tween utility representatives and the 
N.A.R.U.C. committee, ‘‘to the end that 
a working concept of depreciation may 
be evolved and applied in a fashion 
which shall be reasonable and fair to 
all concerned.’”’ Commissioner Smith’s 
paper also is reprinted in this issue. 
Original cost accounting, considered 
as a vital problem of management rather 
than a legalistic question, received an 
able exposition in an address entitled, 


cause 
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“Has Management Benefited from Or- 
iginal Cost Accounting?” by Mr. Jacob 
H. Goetz, attorney, of the firm of Whit- 
man, Ransom, Coulson and Goetz, New 
York. The basic consideration of man- 
agement in weighing the merits or fea- 
sibility of any proposed legislation or 
regulations must always be whether the 
new requirements are compatible with 
management’s responsibilities to both the 
public and the Mr. Goetz 
said, and if these questions can be an- 
swered in the affirmative, management 
should be able to adjust itself to the new 
requirements. He proposed two tests to 
determine the benefit to management of 
(1) “whether 
original cost accounting is inherently 
susceptible of such an application as to 
insure the ability of utility management 
to fulfill its essential responsibilities to 
the public and to investors and (2) if so. 
whether accounting can 
effectively and reasonably implement the 
process of regulation.” Measured thus, 
he found original cost accounting, as 
construed by many regulatory authori- 
ties, failing to meet both tests, but he 
concluded that through proper definition 
and application, “The new developments 
in utility accounting and the problems 
which those developments initially have 
created afford a new opportunity for 
demonstrating that progressive regula- 
tion need not impair or cripple the abil- 
ity of the industry to render public ser- 
vice and at the same time protect the 
rights of investors.” 

One paper presented at the meeting 


investors, 


original cost accounting: 


original cost 


(Continued on page 586) 








in General Session. 
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Specialized Group Activities at the - 


Accounting Conference 


VEN more emphasis and interest 

in the special group activities was 

in evidence this year than former- 
ly as the delegates filled each session to 
hear papers in their particular fields and 
to take part in accompanying informal 
discussion. 

All of Monday was given over to these 
group meetings in addition to further 
meetings Tuesday afternoon following 
the General Sessions program. Lunch- 
eons, night meetings and tours were 
scheduled by some groups to crowd as 
much interchange and discussion as pos- 
sible into the conference period. 


General Accounting Group 

The Classification of Accounts Com- 
mittee of the EEI under the chairman- 
ship of A. M. Hartogensis, met jointly) 
with Other General Accounting Ac- 
tivities Committees of the American Gas 
Association under the chairmanship of 
QO. H. Ritenour for a full day session 
on Monday, as well as on Tuesday after- 
noon when the Materials & Supplies 
and Taxation Groups also met with 
these two groups. 

N. W. Haight of the Columbia En- 
gineering Corporation presented a paper 
on “Problems of Uniform Classification 
in System Companies,” followed by a 
report by R. B. Curran of the Con- 
necticut Power Company on the status 
and recent changes in the field of uni- 
form system of accounts. C. E. Pack- 
man, Middle West Service Company, 
presented a very enlightening paper on 
“Nore About Plant Acquisition Adjust- 
ments.” Edwin Vennard, also of the 
Middle West Service Company, and no 
stranger in the field of thought-provok- 
ing discussions, diverged somewhat from 
the field of accounting to deliver a very 
important paper on “Relating Promo- 
tional Costs to Results.” 

Monday afternoon was given over to 
the presentation of papers on the fol- 
lowing subjects as well as a discussion 
of a committee report on Allocation of 
Expenses in Combination Utility Ac- 
counting: 

Putting the System of Accounts to 

Work—L. C. Jewett, Arkansas 


Power & Light Co. 





Can Benefits be Derived by Classify- 
ing Operating Revenues?—F. P. 
Clark, Kansas City Power & Light 
Co. 

Problems Relating to the Capitaliza- 
tion of Overheads—W. R. F. Miin- 
nich, Philadelphia Electric Co. 

Budgetary Control—A. A. Talmadge, 
Ebasco Services, Inc. 

At the combined meeting of the Gen- 
eral Accounting Groups, Materials & 
Supplies and ‘Taxation Committees, 
under the chairmanship of Mr. S. J. 
Barrett, some 200 persons met on Tues- 
day afternoon for a general discussion 
of machine application to various types 
of general accounting and to witness 
a motion picture review presented by the 
Consolidated Edison Company of New 
York on the matter of “Accounting for 
Materials and Supplies with Mechanical 
Equipment.” The motion picture re- 
view was followed by a verbal descrip- 
tion and discussion of machine account- 
ing methods employed by the Detroit 
Edison Company. This form of presen- 
tation proved to be novel and interesting 
as was demonstrated by the enthusiastic 
flood of questions asked and answered 
during the general discussion which fol- 


lowed. 


Customers’ Activities Group 

Both from the standpoint of present- 
ing a full program with large attendance 
the Customer 
group very successful. The EE! 
committee participating was the Cus- 
tomers’ Relations, Commercial Account- 
ing & Collections Committee—L. A. 
Mayo, the correspond- 
ing AGA Committees, Customers’ Re- 
lations, Customer Accounting, and Cus- 
tomer Collections, with Messrs. Harry 
Jeffs, D. E. Maloney and Harold Quad, 
respective chairmen. 

The Monday morning program, Mr. 
J. A. Williams and Mr. Mayo presid- 
ing, included three important papers for 
the interest of about 250 present; “Cus- 
tomers’ Service Sampling” by C. L. Sul- 
livan; “Are Lenient Collection Policies 
Profitable?” by J. A. Williams; 
“Evaluating the Office Training Pro- 
gram” by G. B. Webber. All of these 


and lively discussion, 


was 


chairman, and 


and 


papers were followed by considerable 
floor discussion. Mr. Webber’s paper, as 
noted elsewhere, was repeated at the 
Wednesday General Sessions, because of 
its particular approach to such a difficult 
task. 

In the afternoon two outstanding pa- 
pers were given on different aspects of 
customer accounting. Mr. A. W. Fyfe 
presented “Customers’ Accounting Un- 
der the Alphabetic-Numeric Electric 
Tabulating Card Plan” and Mr. D. C. 
followed with paper 
‘“Mechanization of Cash Receipts.” 

Three individual Iuncheon meetings 
were held Tuesday, the delegate choos- 


Daubmeyer his 


ing his location according to his interest 
in either credit and collections, customer 
accounting, or customer relations. Fol- 
lowing the luncheons there were _in- 
formal discussions of the problems of 
each each person 
having the opportunity to state his prob- 
lems and exchange his ideas. Mr. W. D. 
Dyer was leader for the Credit and Col- 
lections group; Mr. A. W. Fyfe for the 
Customer Accounting group and Mr. 
W. G. Murfit for the Customer Rela- 
tions group. 


group with present 


Depreciation Accounting Group 


The AGA Depreciation Accounting 
Committee—H. C. Hasbrouck, chair- 
man, and the EEI Depreciation Com- 
mittee—H. L. Gruehn, chairman, held 
a joint closed session Monday afternoon 
at 2 p. m. Conversations between the 
industry representatives and NARUC 
Depreciation Committee representatives 
at the November 7th conference in 
Washington, D. C., were reviewed by 
Chairmen Gruehn and Hasbrouck and 
discussed at some length by the commit- 
tee members. 

It was pointed out that for the near 
future one of the most direct methods 
by which the industry groups could co- 
operate with the regulatory bodies was 
in a study of service life from the stand- 
point of methods of determination and 
relation to annual provisions for depre- 
The distinction was strongly 
made between a desirable study of the 
methods of calculation of service life and 


ciation. 
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, meaningless compilation of random ex- 
perience data. 

Mr. H. C. Davidson’s report on the 
progress of the Fact Finding Group in 
its “causes of retirement’”’ study was read 
by Mr. Hasbrouck. It is expected this 
udy covering some $300,000,000 of re- 
tirements will be in shape for distribu- 
tion within a short time. The preponder- 
ance of functional retirement causes are 
reported as borne out by the data. 

The Tuesday afternoon open session 
of the Depreciation Group was largely 
devoted to the papers and work of the 
EEI Engineering Sub-Committee of the 
Depreciation Committee following a re- 
port on ‘Depreciation Progress in the 
Making,” by Mr. Gruehn, outlining a 
little of the history of the problem, the 
cooperation effected with the regulatory 
representatives and the 
mount of work yet to be done. 

The future plans and- work in prog- 
ress of the Engineering Sub-committee 
was the subject of a report by Mr. M. 
D. Hooven, chairman, read by Mr. P. 
H. Jeynes of the same. committee. 
“What Can and What Cannot be 
Measured in Respect to Depreciation” 
was the subject of Mr. Maurice R. 
Scharff’s paper. Mr. Scharff raised valid 
points in respect to measuring deprecia- 
tion, taking the position “that loss of 
value’ or of ‘service value’ occurs at 
the time and to the extent, of the inci- 





considerable 


lence of the defined causes of deprecia- 
tion.” 

Mr. A. W. Hastings in his paper, “In- 
terest as a Factor in Depreciation,” made 
strong case for consideration of the 
‘interest effect” holding the results ob- 
tained would bring provisions and re- 
erves for depreciation more nearly in 
line with the facts. 

Two papers, “Formula for Estimating 
ervice Life” and “Some Characteristics 
ff Depreciation,” were presented by Mr. 
P.H. Jeynes. Mr. Jeynes dealt especial- 
ly with the ““Jeynes Method” or “Half- 
vele ratio method” of determining ser- 
vice life, which has been developed by 
him. QObviating necessity for the actu- 
trial data by his method of calculation, 
Mr. Jeynes showed that the accuracy of 
his results compared favorably with other 
methods. 

Mr. Alexander Maxwell presented a 
preress report on the establishing of a 
Depreciation Index under his 
ion and the sponsorship of the En- 
tineering Sub-committee represented by 
Mr. B. S. Rodey, Jr. The value and 
we of such a service bringing together 
none place the facts of depreciation to- 


direc- 
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gether with current information on the 
subject were cited by Mr. Maxwell. 


Materials and Supplies Group 


The Materials and Supplies Group, 
of which Mr. G. McDougall and Mr. 
W. F. R. Miinnich were co-chairmen, 
began their activities Monday morning 
with an open meeting, about 65 dele- 
gates attending. 

The proceedings were for the most 
part informal discussion and interchange 
of views. Several of the subjects pre- 
sented evoked lively discussion. 

Mr. C. H. zurNieden of the Phila- 
delphia Electric Company described “A 
Method of Taking Physical Inventories 
and Minimum Material Adjustments.”’ 
Presentation of this subject was fol- 
lowed by considerable discussion showing 
the widespread interest on this subject. 

Mr. Walter Bergmann of the Con- 
solidated Edison Company next pre- 
sented a paper on “Various Methods 
Used to Simplify Accounting for Minor 
Materials,” setting forth views differ- 
ing from those expressed in a paper on 
the same subject presented at the 1939 
Conference. This brought out a lively 
exchange of experience and ideas. An 
instructive paper was presented by Mr. 
R. H. Celander of the Consolidated Edi- 
son Co., on “The Traffic Divisions as a 
Function of Depart- 
ment.” Mr. Celander commented on 
such functions as traffic and expediting, 
and pointed out such problems as rout- 
ing shipments for speed and economy, 
tracing overdue carload shipments, light- 
deliveries of coal from railroad 
terminals and inspection of materials. 
The presentation of several papers was 
deferred due to time limitations and in- 
terest aroused in the discussions. 


the Purchasing 


erage 


Taxes Group 


Monday morning was occupied in a 
closed meeting conducted by Mr. R. M. 
Campbell, chairman of the AGA Taxa- 
tion Accounting Committee. Discussion 
was the order of the day and “vigorous” 
would hardly describe the participation 
of those attending. 

The afternoon session was open to all 
interested in the scheduled topics con- 
sidered. The First and Second Rev- 
enue Acts of 1940, with 
on the Excess-Profit Tax imposed by 
the Second Revenue Act, were the chiet 
topics. Net income subject to the excess- 
profits classification 
credit under the 
capital bases drew full attention and 
brought out the opinions of those present. 


emphasis 


and excess-profits 


income and_ invested 
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On Tuesday afternoon the Taxes 
Group joined in the program of the 
General Accounting Group. 


Plant Records Group 


The program for this group was un- 
der the sponsorship of the EEI Plant 
Accounting and Records Committee— 
Mr. H. B. Hardwick, chairman, and 
the AGA Property Records Committee 
—E. F. Wressell, chairman. 

Separate closed sessions for the indus- 
try committees on Monday morning 
gave opportunity for outlining the indi- 
vidual activities and future plans and 
for going over details for the following 
conference meetings. 

At 12:30 P. M. about 50 representa- 
tives met for a joint luncheon preceding 
the afternoon’s closed session, those pres- 
ent taking full advantage of the oppor- 
tunity for getting better acquainted. 

In the afternoon meeting open forum 
discussion on current problems was held, 
Co-chairmen Wressell and Hardwick 
presiding with the aid of the discussion 
leaders. 

Mr. G. T. Swisher was leader for the 
first topic—determination of original 
cost, reclassification of plant accounts 
and filing of reports with regulatory 
commissions Plant Instruction 
2-D. Determination and disposition of 
plant acquisition adjustment accounts, 
leader C. F. MacRae; reconciliation of 
plant records to physical property, lead- 
ers G. M. Vesselago and S. H. Cady, 
and determination and allocation of con- 
struction overheads, leaders, C. E. Raines 
and V. Farnsworth, Jr., comprised the 
other topics discussed during the after- 
noon. Many of the some 80 present felt 
this meeting, providing unrestricted ex- 
change of ideas and experiences, was 
especially valuable and instructive. 

In the open meeting Tuesday after- 
noon one of the features was the paper 
“Original Cost Requirements’ by M. 
W. Van Chief, Division of 
Original Cost, of the Federal Power 
Commission. Mr. Van re- 
marks, for the most part, dealt with the 
activities of the Federal Power Commis- 


under 


Scoyoc, 


Scoyoc’s 


sion relative to its original cost program, 
rather than the philosophy of original 
cost, related accounting principles or the 
use of original cost in regulatory pro- 
ceedings. 

Commenting on the progress of origi- 
nal cost reclassification for electric utili- 
ties Mr. Van Scoyoc stated that, of about 
275 companies in both classes subject to 
the jurisdiction of the Federal Power 

(Continued on page 587) 














Chairman, Depreciation Accounting Committee, AGA 


An address before the Fourth National Accounting Conference, AGA-EEI 


ANY years ago, Franklin P. 

Adams, known to all readers 

of New York newspaper col- 
umns and all listeners-in on “Informa- 
tion, Please” radio program as F.P.A., 
conductor of “The Conning Tower,” 
wrote in his daily column: 

“It has been this Turret’s contention that 
most of the world’s woes might be avoided— 
or at any rate alleviated—by scrapping ‘the 
suspicion that somebody, or everybody, is 
trying to put something over on you.” 

I clipped that saying and for a long 
time I kept it under the glass top of 
my desk as a perpetual reminder—t 
myself and my visitors. 

With F.P.A.’s contention in mind, ! 
should put as the first and foremost re- 
sult of the three years’ work by our De- 
preciation Committees, the development 
of a mutual respect and confidence be- 
tween utility accountants and engineers 
and those of regulatory agencies, inter- 
ested, of course, from different points of 
view, in the complex problems centering 
in the fact of depreciation—the univer- 
sally admitted fact that as a general rule 
physical property which is sold after a 
period of usefulness is worth less than 
it was when the seller acquired it. The 
importance of such mutual respect and 
confidence is aptly illustrated in the fol- 
lowing quotation from a recent P.U.R. 
Executive Information Service Week! 
Letter (No. 359, dated Nov. 15, 1940): 


sit the regulatory commissions seem 


to have fixed convictions that most of the 
utilities (and holding companies) are chiefly 
engaged in placing stumbling blocks in the 
path of administrative procedure. This, in 
turn, breeds suspicion of any proposal, how- 
ever well intentioned, which originates with 
the utilities. The utilities are equally sus- 
picious of hidden motives underlying many 
commission policies or suggestions. In such 
an atmosphere cooperative action is virtually 
impossible.” 


At least as to the depreciation prob 
lem, I think we have proved that ‘“‘coop- 
erative action is” 
sible.” 


not “virtually impos- 


The latest and in some respects the 
most encouraging outcome of coopera- 
tion between utilities and government on 
the depreciation problem was the con- 
ference in Washington, Nov. 7, called 
by Nelson Lee Smith, Chairman of the 
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Depreciation Committee Activities 


By H. C. Hasbrouck 


Detroit, Michigan, December 2-4, 1940 


Depreciation Committee of the National 
Railroad and Utilities 
Commissioners, who speaks at this con- 
terence on ‘Regulatory Aspects of De- 
preciation.”’ 


Association of 


‘The purpose of the confer 
ence was to discuss the extent to which 


utility and commission § representatives 
have thus far agreed—or agreed to dis- 
agree. While no conclusions or prin- 


ciples were formulated, and it was not 
the purpose of the conference to reach 
definite conclusions but rather to discuss 
freely and informally all points of view, 
Chairman Smith, in closing the meeting, 
expressed a distinct feeling of optimism, 
which was shared by others on both sides 
of the conference table, that a very rea! 
toward had been 


progress agreement 


made. 


There were grounds for this optimism 
in the recognition by each conferee that 
the others, on both sides of the regu- 
latory fence, were genuinely anxious for 
an equitable solution of the generation- 
old depreciation ac- 
counting by regulated industries, and 
were not moved by purely selfish or one- 


controversy over 


sided considerations to any greater ex- 
tent inevitable, 
being what it is. 


human nature 
But there were more 
specific grounds in certain statements 
upon which there was substantial, per- 
haps unanimous, agreement. 

One of these was the statement by a 
member of the NARUC Committee, to 
which none of his fellow members took 
serious exception, that if a depreciation 
reserve which has been created in good 


than is 


faith through charges to operating ex- 
penses is less than it should be according 
to standards now accepted as desirable 
by regulatory authorities but not recog- 
nized in the past by the accounting util- 
ity, it is not necessary or desirable in 
determining a rate base to deduct frum 
cost or value new a hypothetical reserve 
which theoretically, by newer standards, 
the utility should have had. In other 
words, the retroactive application of new 
theories of accounting for unrealized de- 
preciation, in order to determine the ex- 
tent to which a utility has suffered im- 
pairment of capital and hence of “value” 
in the rate base, is not necessary to an 
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ethically and economically sound deter- 
mination of value for rate making. |; 
this statement, with all its implications 
will be generally accepted by regulator 
authorities, the biggest controversial fac. 
tor in the depreciation problem will b 
permanently eliminated. 

On the other hand, gas and electri 
utility) representatives said, in illustra! 
tion of the often-repeated statement that 
such utilities do not “desire to eat thei 
cake and have it, too,” that if purel; 
legal questions are disregarded and thd 
effect of changes in price level is ruled 
out, a rate base, computed by deductin 
from the cost new of permanent prop 
erty the amount of a reserve actuallj 
accumulated by the accounting utility 
can give a reasonably fair and practica 
measure of the value upon which a “fai 
return” should be reckoned. 

This position of the utility confered 
may be stated in another way. The 
would recognize that the charge to ex 
pense for depreciation or retirement i 
in eftect, a charge to amortize or dis 
tribute gradually and equitably the co: 
of the utility’s depreciable long-live 
property; and that to the extent thd 
such cost has been amortized or trans 
ferred from capital cost to expense, | 
cannot consistently be claimed again 2 
capital cost. As an over-simplified illu 
tration, it is clear that if investors pi 
$1,000,000 into a utility plant, the 
build up over a period of years a resert 
of $100,000 which is reinvested in add 
tions to the plant over and above d 
retirements, and in the meantime th 









Decembe 


enterp’ 
ity tha 
ican 11 
utility 
some ¢ 
of the 
weight 
acteris! 
corpor: 
ment ? 
prises ; 
a relat 
reason 
the bu 
mental 
whose 
of inve 
the sec 
ity ente 
throug! 
rate se 
relatior 
panies 
the uti 
branch 
related 
higher 
poratio 
of corp 
1936, 

other f 
signific: 
light o 
profits 


investors are receiving an admittedf*st Oc 


“fair return” on their initial investmes 
of $1,000,000, then, at the end of sui 
period of years, the investors cann 
either in equity or economics insist 4 


earnings that will permit the same ral 


on $1,100,000. Their rate base, und 
the assumptions made, should be $1 


The | 


The 
of « 

some | 

which 1 


100,000 less the $100,000 depreciatiq'” - 


reserve, or $1,000,000, which is 


initial investment. 


of norn 
fore, b 
rates. 





It should be explained again that th 
statements were, on both sides, expr 
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The Excess Profits “Tax 
With Special Reference to the Utility Industry 
By Raymond H. Berry 
Berry & Stevens, Detroit, Michigan 
An address before the Fourth National Accounting Conference, AGA-EEI, 
deter. Detroit, Michigan, December 2-4, 1940 
ig. I} 
ations HE excess profits tax for 1940. base for the excess profits tax. During 1936 to 1939 earnings. Wherever this 
lator as at present drafted, will doubt- 1939, as you are doubtless aware, a is the case it may well be advantageous 
‘al fac. less bear less heavily upon utility struggle was going on between two com- _ to elect the average earnings method ir- 
vill bfenterprises in terms of actual tax liabil- peting theories as to the proper deter- respective of whether the invested capi- 
ity than upon many branches of Amer- mination of normal profits. The result tal method would or would not produce 
Jectriq ican industry. At the same time, the of the struggle was in some sense a a still higher excess profits credit. In 
lustraf utility industries are likely to find that draw: with the result that the law final- other words, if both methods produce a 
at thafsome of the administrative complexities ly enacted grants to each corporation an credit sufficiently high to eliminate the 
t theiqof the act bear upon them with peculiar option to select either one of two meth- tax, the selection of the method which is 
purelg weight. What are the outstanding char- ods of determining normal profits or, in simpler to employ will be obviously de- 
nd thgacteristics of the gas and electric utility other words, the amount of profits to be _ sirable. 
; rulegcorporations which support this state- taken as an excess profits credit and ex- There is only one qualification on this 
jucting ment? In the first place, utility enter- empted from the application of the tax. suggestion. The election of the method 
t prop prises are, by and large, industries with The first problem presented to everv of determining the excess profits credit, 
ctuallf4 relatively high capital investment. By corporation subject to the act is, there- once made, is binding upon the taxpayer 
utility eason of the technical requirements of fore, the problem of determining for the year in question. Subsequent 
racticathe business and as a result of govern- whether it will elect to have its excess audit of the 1940 return by the Bureau 
a “faigmental regulation, they are enterprises profits credit for 1940 determined on of Internal Revenue may produce up- 
whose actual rates of earnings per dollar _ the basis of its average earnings over the ward adjustments in the determination of 
nferedof invested capital are relatively low. In period from 1936 to 1939, inclusive, or 1940 income or decreases in the claimed 
Thegthe second place, the typical public util- whether it will elect instead to have its average income for 1936 to 1939. 
to a ity enterprise is frequently one organized excess profits credit fixed at 8 per cent However, for corporations having rela- 
nent iqthrough a relatively complicated corpo- of its invested capital for 1940. tively stable businesses and no unusual 
or diq'ate setup. Complicated intercorporate transactions in the period in question and 
he coq'elationships and the use of holding com- It follows from what was said a mo-_ if careful attention is given to the ad- 
ig-liveppanies are perhaps more common with ment ago that most of the corporations justment of the base period net income 
nt thathe utilities than in any other general you represent will find an apparent ad- in the manner prescribed by the statute, 
- trangoranch in industry. Finally and closely vantage in electing the invested capital the risk involved in the use of the aver- 
ense, Jrelated to the last point, probably a base. This is equivalent to saying that age earnings base will not be excessive. 
gain qhigher percentage of public utility cor- probably the average earnings of most 
.d illyg2orations have passed through some form _ utility enterprises are less than 8 per cent (At this point it may. be well to state 
ore pit corporate reorganization since Jan. 1, on invested capital. It may be worth more exactly the nature of the ad just- 
t, thq!936, than would be the case in any pointing out, however, that even so a ments required to be made in determin- 
reseryther field. Let me try to suggest the good many of the utility corporations ing the base period average income. For 
in addjsignificance of these characteristics in the may find the average earnings method any year in the base period this income 
ove aight of the application of the excess preferable, at least for the year 1940, be- is the net income subject to normal tax 
ime tyProfits tax law enacted by the Congress cause of the sheer complexities in the de- for that year (as finally determined by 
mitted#/2st October. termination of invested capital. What I the Bureau of Internal Revenue) ad- 
restmel have in mind is this: The determination justed as follows: (1) Reduced by the 
ot a The Option in Determining the Excess of the excess profits credit by the aver- amount of normal taxes applicable to 
cann Profits Credit age earnings method involves some prob- such income for such year; (2) Adjusted 
sata The purpose of an excess profits tax lems, but is still far simpler than the to exclude long term capital gains and 
me ra’ Of course, to determine and define invested capital method. Stated very losses; (3) Adjusted to exclude profit or 
>, undgome portion of corporate earnings generally, a corporation is permitted to loss resulting from the retirement or dis- 
be $I which may properly be said to be exces- use as an excess profits credit, if it so charge of the corporation’s own long 
reciatiq’'’ 2S measured against some standard elects, 95 per cent of its average net in- term obligations; (+) Adjusted to elim- 
ag got normal profits and which may, there- come (after deduction of normal income inate various abnormal deductions, such 
fore, be appropriately taxed at special tax) for the four year period 1936 to as casualty and demolition losses, pay- 
rates. It follows that the crux of the 1939, inclusive. Doubtless in a good ment of judgment awards, and various 
hat throblem of drafting and administering many cases, the 1940 net income of util- types of unusual expenditure and to 
| exprg’n excess profits tax is the determination ity corporations, after deduction of nor- eliminate certain abnormal income items, 
1 do nt what are the normal profits to be de- mal tax, which is substantially higher such as refunds of processing taxes, and 
duced from total earnings to establish a than heretofore, will not exceed average so on; and finally (5) Decreased to 
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eliminate all receipts of dividends on the 
stock of other corporations. ) 

Of course, it still remains true that 
in all probability most utility corpora- 
tions will find it necessary to undertake 
the struggle with the determination of 
invested capital. Indeed in many cases it 
will not be possible to adopt the average 
earnings basis, until careful computa- 
tions have been made of both average 
earnings and invested capital in order to 
determine which method will produce 
the more favorable result. It follows 
that most of our attention must be di- 
rected to the complications involved in 
the statutory concept of invested capi- 
tal. Before going into this, however, 
some reference should be given to the 
question of consolidated returns. 


The Option of Filing Consolidated Returns 

When the excess profits tax laws of 
1917 to 1922 were in force, groups of 
afhliated corporations were required to 
file consolidated returns for both income 
and excess profits tax purposes. Later 
the privilege of filing consolidated cor- 
porate income tax returns elimi- 
nated from the statute, except in the case 
of common carriers by railroad. When the 
present excess profits tax bill passed the 
House, it contained no provisions ex- 


Was 


tending the privilege of filing consoli- 
dated returns for excess profits tax pur- 
poses and this gave rise to one of the 
major criticisms of the original form of 
the bill. Fortunately the excess profits 
tax law as finally enacted grants each 
afhliated group of corporations the op- 
tion of filing either one consolidated re- 
turn or_ individual each 
corporation. This privilege of filing con- 


returns for 
solidated returns may well be of the ut- 
Most importance to some groups of in- 
terrelated utility corporations, since it 
will permit the offsetting of larger prof- 
its enjoyed by one or more members of 
the group against the smaller profits or 
indeed losses of other members of the 
group. At the same time, the priv- 
ilege is restricted to groups of corpora- 
tions linked together through ownership 
of at least 95 per cent of each class of 
stock. Consequently, in many cases of 
holding companies with subsidiaries the 
right to file a consolidated return will be 
denied because more than 5 per cent of 
the stock of the subsidiaries 
outside the group. 


is owned 


As in the case of the excess profits 
credit, the election to file a consolidated 
return, once made, is binding. It is a 
condition of the privilege that every 
member of the affliated group consent 
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to the filing of a single consolidated re- 
turn prior to the last day prescribed for 
the filing of returns, such consent being 
evidenced by the filing of the return it- 
self. It follows that where the privilege 
is available, the corporations involved 
will find it desirable not only to make 
preliminary computations of excess prof- 
its tax liability on the basis both of the 
average earnings and the invested capi- 
tal methods, but will likewise find it 
necessary to compute their respective tax 
liabilities on the basis both of consoli- 
dated and separate returns. Only 
through such preliminary computations, 
made for the most part prior to March 
15, 1941, can liability under this tax be 
minimized. 


The Invested Capital Problem 

As already indicated, the most serious 
problem with which utility companies 
in particular will be confronted will be 
the determination of invested capital. 
The act sets up a much more detailed 
and complicated definition—or, more 
correctly, method of determination—ot 
invested capital than anything contained 
in the wartime excess profits tax laws. 
It represents the most intricate part of 
unquestionably the most complex piece of 
tax legislation ever enacted in this coun- 
try. In actual application the difficulties 
of applying the statute will probably 
arise largely from three factors: First, 
invested capital for the purpose of the 
act is to be average invested capital for 
each taxable year; Second, property is to 
be introduced into the computations, not 
at actual value or at book value, but at 
the “unadjusted basis for determining 
loss in other 
words, at a figure which is a creature of 
the income themselves : 
Third, the computations required by the 
act will be vastly increased by the pro- 
visions relating to so-called inadmissible 


assets. 


%” 
on sale or exchange, 


tax statutes 


The approach of the statute to the 
problem of determining invested capital 
can best be indicated by noting the suc- 
cessive steps of the definition as con 
tained in the following sections of the 
act: 

(1) Section 714 establishes the excess prof- 
its credit as 8 per cent “of the taxpayer's 
invested capital for the taxable year.” 

(2) Section 715 provides that the invested 


capital for the taxable year shall be the 
“average invested capital for such year,” 
adjusted on account of inadmissible assets 


as to be noted hereafter. 

(3) Section 716 provides that “the aver- 
age invested capital for any taxable year 
shall be the aggregate of the daily invested 
capital for cach day of such taxable year, 
divided by the number of days in such tax- 
able vear.” 
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(It may be noted at this point that the 
statute has carried the definition to the point 


of requiring a determination of invested 
capital for every day of each year subject to 
the tax.) 

(4) Section 717 provides that the daily 
invested capital for any day shall be “the 
sum of the equity invested capital for such 
day, plus the borrowed invested capital for 
such day.” 

(5) It is not until we arrive at Section 
718, which provides what is to be included 
in “equity invested capital’ that the real 
content of the term “invested capital” is 
reached. What, then, is this content? 

At the outset it will help to keep in 
mind that the act measures invested cap- 
ital from the point of view of the liabil- 
ity side of the corporate balance sheet 
and not from the point of view of the 
assets owned by the corporation. In 
other words, invested capital is not what 
the corporation has, but what has origi- 
nally and what has been from time to 
time put into it as currently represented 
its liability accounts. In general 
equity invested capital is defined as 2 
sum of certain enumerated items, which 
may be discussed in time: 


by 


(a) First: Actual cash paid into the 
corporation by its owners, whether for 


stock, or as paid-in surplus, or as a con- 
tribution to capital ; 

(b) Second: Property similarly paid 
in for stock or as paid-in surplus, or aj 
capital contributions, with provisions t 
be noted later for its evaluation. 

These two components of invested 


capital are, of course, reflected in the 
present capital stock and capital surplu 
accounts of the corporation. It is to bd 
recognized, however, that the amount 
standing in these accounts in the curren 
balance sheet of the corporation do no! 
necessarily represent the correct figure 
to be included in invested capital. On 
the contrary, an historical investigatioq 
must be made of the capital stock ac 
count, for example, to determine, first 
what portion of that stock was issued 
against actual payments in money ant 
property values and what portion wa 
distributed gratis and, second, to deter 
whether any stock, which 
money or property was actually paid in 
has, during the history of the corpora 
tion, disappeared from its balance sheet 
for example, through retirement. 
Furthermore the important questioq 
arises as to the value to be used on prop 
erty paid into the corporation. ‘Thi 
the presen 
value of the property nor, of necessit) 
its value at the date of its acquisition by 
the corporation. Instead, the act pro 
vides that property is to be included t 
the extent of its “unadjusted basis fo4 


mine for 


would not be, of course, 
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determining loss upon sale or exchange.”’ 
This “‘unadjusted basis” is the amount 
which the corporation would have been 
permitted to use for the purpose of de- 
termining a deductible income tax loss, 
if the property in question had been sold 
immediately after its acquisition. Two 
important results of this rule may’ be 
noted. If the property was received from 
an individual in a tax free exchange of 
property for stock or from another cor- 
poration in a nontaxable reorganization, 
the basis will be the basis in the hands of 
the transferor individual or corporation 
and not in the hands of the taxpayer cor- 
poration. For example, an_ individual 
may own property which originally cost 
him $100,000.00. When it has appreci- 
ated to $200,000.00, he may turn it into 
a corporation for $200,000.00 par value 
of stock. If he is in control of the corpo- 
ration or for any reason the transaction 
is nontaxable, the basis of the property 
in the hands of the receiving corporation 
remains $100,000.00. As a result $200, 
000.00 of stock on the present balance 
sheet, issued, in fact, for $200,000.00 
worth of property, will contribute only 
$100,000.00 to invested capital for ex 
cess profits tax purposes. On the other 
hand, the property itself, after acquisi 
tion by the corporation, may have depre- 
ciated or, for that matter, may have been 
sold, abandoned or otherwise lost; but 
these facts likewise have no bearing on 
invested capital and the figure remains 
at $100,000.00 irrespective of what has 
happened to the property since the cor- 
poration acquired it. Thus, it is an anal- 
ysis of the liability accounts of the cor- 
poration from an historical point of view 
which the act requires and not an analy- 
sis of the assets which it currently owns. 
But let us proceed to the remaining 
items that enter into invested capital; 
the first two of which have now been 
discussed. 


(c) Third: distribution of the cor- 
poration’s own stock, or stock dividends, 
are a component of invested capital, to 
the extent that such distributions con- 
stitute earnings and 
profits of years prior to the taxable year 
in question. This inclusion is necessary 
to take care of situations where stock 
dividends paid out by the corporation 
have reduced its earned surplus account 
without, of course, having represented 
an actual disbursement of the corpora- 
tion’s assets. In this connection it is im- 
portant to remember that the Second 
Revenue Act of 1940 amends the income 
tax act to provide, for the first time, a 


disbursement of 
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definition and method of computation of 
accumulated earnings and profits. This 
provision (Section 501 of the Act) is too 
complicated to discuss in detail here, but 
it has as one effect that the distribution 
of an ordinary nontaxable common stock 
dividend may not be treated as having 
any effect on the earned surplus account 
of a corporation. It follows, of course, 
that such a dividend, which is nontax- 
able in the hands of the receiving stock- 
holders, may not be included in invested 
capital. 

(d) The next component of invested 
capital is the accumulated earnings and 
profits account of the corporation as of 
the beginning of the taxable year in ques- 
tion. This requires no comment, save to 
point out that, unlike the wartime ex- 
cess profits tax act, the present statute 
does not require the adjustment of in- 
vested capital throughout the taxable 
year as a result of accrual of earnings 
and payment of dividends therefrom 
during the year in question. 

(e) Finally, there is to be added to 
equity invested capital what may be de- 
scribed briefly, and inaccurately, as the 
amount of the profit received by the cor- 
poration as a result of any complete liq- 
uidation of a subsidiary where such prof- 
it has, under the applicable revenue acts, 
not been taxed and therefore not per- 
mitted to be included in the accumulated 
earnings and profits account. 


The sum of the items comprised in 
the foregoing is next subject to certain 
reductions which briefly sum- 
marized: 

(a) The equity invested capital is to 
be reduced by the amount of any distri 


may be 


butions made during prior years which 
were not out of accumulated earnings 
and profits, and 

(b) By any distributions made dur- 
ing the taxable year which are not out 
of earnings and profits of that year. 

(c) Next, equity invested capital must 
be further reduced to exclude earnings 
and profits of another corporation in- 
cluded in the account of the taxpayer 
corporation by reason of any tax free ex- 
change or reorganization. 

(d) 
must be reduced by losses on tax free 
complete liquidations in the same man- 
ner as it may be increased by gains from 


Finally, equity invested capital 


such transactions. 

If you recall the development of this 
definition, you will remember that daily 
invested capital is the sum of equity in- 
vested capital for each day, plus bor- 
rowed invested capital for each day. Sec- 
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tion 719 of the act permits a corporation 
to add to its daily invested capital 50 
per cent of its outstanding indebtedness 
evidenced by bonds, notes, mortgages, 
certificates of indebtedness, bills of ex- 
change and so on. The principal condi- 
tion attached to this inclusion of 
borrowed invested capital, which, inci- 
dentally, is more liberal than the old 
wartime excess profits tax law, which 
excluded borrowed capital entirely, is 
that 50 per cent of the interest on bor- 
rowed capital must be excluded from the 
deductions used in computing corporate 
net income for excess profits tax pur- 
poses. 


The final adjustment necessary to ar- 
rive at the invested capital base for the 
excess profits tax is the reduction of in- 
vested capital (including both equity and 
borrowed capital) to take account of 
ownership by the corporation of so-called 
inadmissible assets. The theory behind 
the exclusion of inadmissible assets is 
reasonably simple and entirely sound. 
Dividends received by the taxpayer cor- 
poration from other corporations are 
only includible in gross income for nor- 
mal tax purposes to the extent of 15 per 
cent and for the excess profits tax are 
to be excluded entirely. It follows, of 
course, that there must be excluded from 
invested capital the portion of the capital 
of the corporation invested in stocks of 
other corporations. Similarly, interest 
upon municipal bonds and certain other 
types of obligations is excluded from 
gross income for both normal and excess 
profits tax purposes. It follows that the 
capital invested in such bonds should be 
excluded, except as stated hereafter, 
from invested capital. 

The difficulty with the inadmissible 
asset question arises from the almost fan- 
tastic difficulties of making the computa- 
tions required by the act. In effect, the 
act requires taxpayers to compute for 
each day of the taxable year the percen- 
tage of its inadmissible assets to its total 
assets. For the purpose of this computa- 
tion what is to be used is not values but, 
as before, the income tax basis of every 
asset the corporation owns. This means 
in effect that the corporation must com- 
pute for each day of the year the cost 
basis for income tax purposes of every 
asset it holds, including such constantly 
changing items as inventory, accounts 
receivable, stocks of goods on_ hand, 
stocks of material and supplies, and so 
Moreover, in this case it is the ad 
justed, not the unadjusted, basis which 
is to be used, which means, of course, the 


on. 
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depreciated cost of these assets. One hesi- 
tates to say that this means that a cor- 


poration must take account for this 
purpose of the daily depreciation of its 
depreciable assets, yet this is what the act 
seems to say. The rule as stated in the 
act is that invested capital must be re- 
duced by the percentage which the total 
of inadmissible assets is to total assets, 
and for this purpose the amounts of in- 
admissible assets and total assets are to 
be taken as the aggregates of the daily 
amounts of the adjusted bases of such as- 
sets. It is the determination of these ag- 
gregates which, if rigorously required by 
the Regulations of the Commissioner, 
will require 
stocks in other corporations or exempt? 
municipal bonds to produce an almost 
infinitely voluminous mass of cost basis 
computations, aggregates of daily totals 
and ratio computations. 

The only relief provided from all of 
the foregoing lies in the fact that the act 
permits corporations, at their option, to 
include otherwise exempt interest from 
government bonds in gross income fot 
excess profits tax purposes and then treat 
the bonds as admissible assets. Unfor- 
tunately, however, this does not help in 


corporations which own 


the case of corporations which own stock 
in other corporations which, | fear, is 
the situation with many of the utility 
enterprises you represent. 


Up to this point, | have dwelt upon 
the problems involved in the determina- 
tion of the excess profits credit and, more 
particularly, on the invested capital basis 
since, after all, this is the crucial phase 
of the application of any excess profits 
tax law. Once the excess profits credi‘ 
is determined, the rest is relatively sim- 
ple. The excess profits tax under the 
present law is imposed upon the amount 
of excess profits net income minus the 
excess profits credit plus a specific ex- 
emption of $5,000. The excess profits 
net income is merely the net income oi 
the corporation as determined for nor 
mal tax purposes after certain adjust 
ments, which are for the most part the 
same as those already discussed in con- 
nection with the determination of the 
average earnings for the 1936 to 1939 
base period. The principal point to men 
tion, perhaps, is that the excess profits 
net income is net income after deduct 
ing the normal tax which the corpora- 
tion is required to pay on that income. 
In other’ words, the excess profits tax 
is levied on net income after provision 
is made therefrom for the payment of 


the ordinary corporation tax. Further, 
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if the invested capital base is used, net 
income must be increased by the elim- 
ination of one-half of the interest paid 
on indebtedness, since only one-half of 
the indebtedness itself is includible in in- 
The remaining adjust- 
ments are designed to eliminate the same 


vested capital. 


abnormal items, such as capital gains and 
losses, as have already been mentioned. 

Finally, upon the excess profits net 
income, minus the credits, there is im- 
posed a graduated tax ranging from 25 
per cent to 50 per cent, the latter rate 
being applicable to all adjusted excess 
profits net income in excess of $500,- 
GOO.00. 


The Reorganization Problem 
The R t Probl 


‘The foregoing discussion of the ex- 
cess profits tax ignores a number of com- 
plications which are important but which 
relate primarily to certain special cases. 
‘The act contains, for example, a number 
of special relief provisions addressed to 
the elimination from gross income of ab 
normal receipts of the taxable year. “he 
Commissioner is even given authority to 
such adjustments as his 


make may in 


judgment be necessary to eliminate ab 
normalities affecting income or capital, 
or even, if necessary, to adopt special 
rules for the determination of equity in- 
vested capital. 

Among these special provisions, how- 
ever, the group which is probably most 
likely to be significant to the utility in- 
dustries is that relating to corporations 
which have passed through some form of 
reorganization, consolidation or merge 
since 1936. The purposes of these provi- 
sions, constituting Part II of the excess 
tax Rev- 
Act of 1940, are reasonably clear 


profits section of the Second 
enue 
It is apparent, for example, that where 
a corporation in existence on Jan. 1, 
1940, is a 


several corporations which were in exis 


consolidation of two or of 
tence during the base period, some pro- 
vision must be made for combining the 
average earnings of the so-called com- 
ponent corporations in order to deter- 
mine a proper average earnings base for 
This is true, 
of course, only where the resulting cor- 


the resulting corporation. 


poration elects to have its excess profits 


credit determined on an average earn 
ings basis which, however, it is permitted 
to do under the act. Likewise, if a cor 
poration to be taxed in 1940 divests it- 
self of part of its properties, or so to 
speak, splits up into two or more corpo 
rations, it would be unreasonable to per- 
mit each of the resulting corporations to 


earn up to $500,000.00 of excess profits 
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before reaching the maximum 50 per 
cent rate bracket. Accordingly, the act 
takes steps to prevent this result. 
However, any discussion in general 
terms of the statutory provisions which 
have been set up to meet these and sim- 
ilar cases of corporate mergers, consol- 
idations, split-ups and tax-free exchanges 
of property is well-nigh impossible. The 
provisions themselves are not only com- 
plicated; they are stated in what 
amounts to a series of mathematical for- 
mulae to be applied to a series of specif- 
ically designated cases. Given a care- 
fully stated set of facts relating to a 
two more corpora- 
tions, which have passed through some 
form of reorganization, the application 
of the formulae will result in a deter- 
mination of what may be presumed to 
be the proper tax liability. But to reduce 
these formulae to any general statement 
of principle, or principles, which the law 
attempts to establish and to state those 
principles in terms that would convey 
any intelligible idea is just about impos- 


corporation, or or 


sible. Or, if not impossible, at any rate 
[ am not going to attempt it today. 


Amendment Possibilities 

‘There is one general consideration re- 
specting the excess profits tax which | 
would like to leave in your minds in clos- 
ing. I think there is very little doubt 
but that the excess profits tax law will be 
changed—perhaps radically changed— 
during 1941. The idea has been rather 
generally accepted that next year Con- 
gress will be forced to overhaul all of 
our revenue legislation, presumably with 
the view to securing the very substan- 
tially increased revenues, which are dic- 
tated by the magnitude of the defense 
program and the present state of Fed- 
eral finances. It is certainly to be hoped 
that, in the course of that overhauling, 
the present excess profits tax law may 
come in for its share of amendment and, 
important, that the amendments 
adopted may be designed to secure a sim- 
plification of its unprecedentedly cum- 
bersome provisions and the elimination 
of some of its more glaring inequities. 

Whether such amendments to the law 
can be secured prior to March 15, 1941, 


more 


to become applicable to the taxable year 
1940, is open to grave doubt. Neverthe- 
less the possibility should not be over- 
looked that a Congressional attempt may 
be made to revise this statute even before 
the first returns under it become due. If 
such an attempt is made, I would urge 
you and the corporations you represent 
(Continued on page 551) 
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HE value of surveys and studies 
of customer attitudes or reactions 
to our service, and in fact our en- 
tire program of customer relation activ- 
ities, is not that we shall ever be 100 per 
cent perfect in the eyes of all of our cus- 
tomers, but rather that we shall not slip 
nto a position similar to that of the 
‘Ole Missouri Mule” that the owner 
was endeavoring to sell and regardless 
of what the prospective buyer did to get 
the mule to turn to the right or to the 
left, the mule would continue straight 
thead. Finally, the mule came to a stone 
wall and bumped its head several times 
in spite of all efforts to change its course. 
This was too much and the buyer ac- 
used the seller of trying to unload a 
blind mule, to which the seller replied, 
‘That mule ain’t blind, he just don’t 
vive a damn.”’ We need to consider care- 
fully all possibilities that will give us 
ome insight as to what customers want, 
what they believe they are entitled to 
and what they are thinking about us. 
To do otherwise, is to be blind and we 
would soon be bumping our heads on 
the stone walls of opposition to customer 
kttitudes. 

We began to make periodical formal 
fervice surveys in January, 1936, al- 
though prior to this time we had fol- 
lowed the then current practice of ser- 
vice testing wherein dummy: orders were 
telephoned in or given to public contact 
‘lerks and a report prepared on the qual- 
ity of the service. I am glad that this 
latter practice has passed from use. Ser- 
vice testing is too artificial and does not 
fepresent a true picture of the mine-run 


customer contacts for the reason that 
they are simulated rather than actual 
reactions. 


Our practice of making service sur- 
veys resulted from the influx of compli- 
ated heat controls on gas appliances 
which materially increased the volume 
of work done in customers’ homes. 
While we had conscientiously instructed 
employees in the mechanics of their jobs 
ind the value of friendliness, courtesy 
ind neatness, we had no real measure of 
he quality of their work and each ad- 
\trse criticism by a customer would raise 











EDISON ELECTRIC INSTITUTE BULLETIN 


Evaluation of Customers’ Attitudes 


By P. E. Eddy 


Detroit, Michigan, December 2-4, 1940 


the question as to how well the instruc- 
tions were being followed. 

To gain some measure of the quality 
of the service in customers’ homes, a let- 
ter was prepared which set forth our in- 
terest in customer reaction to the service 
and asked for frank expressions about 
the service. “At the same time the cus- 
tomer was assured that our purpose was 
to improve the service to him, not to dis- 
cipline any employee. Enclosed with this 
letter was a_ self-addressed, stamped 
postal card providing spaces for the cus- 
tomer to enter his reactions. 


Over a period of five working days, 
this letter and postal card were mailed 
to customers selected at random from 
the various types of service work com- 
pleted the previous day. The customer 
response was quite satisfactory. Out of 
1500 letters mailed, 600 postal cards 
were returned. Of the 600 cards re- 
turned, 30 requested additional service 
or made complaints that a subsequent in- 
vestigation showed to be unjustified, but 
we found 21 cases of justified complaints 
about the service received and our fol- 
low-up service provided an opportunity 
for us to make 21 real friends. 

One of the most frequently voiced ob- 
jections to surveys, is, we did it, spent 
a lot of time and money, accumulated a 
bookful of figures summarizing the re- 
sults, only to find we are doing a swell 
job, but we still get kicks. We can agree, 
I believe, with this statement. It is the 
usual result. But I do not agree with 
the implied thought that these surveys 
are worthless. Of course, we continue to 
get kicks in spite of what the survey may 
reveal as to the general excellence of our 
service. Customers are not unalterably 
for or against us because of past service. 
So long as humans are served by humans, 
there will be kicks as the result of hu- 
man errors or temperaments being re- 
sented by the humans offended, regard- 
less of the high quality of prior relation- 
ships. 

The fact that we get kicks, provided 
they are within reasonable limits, is a 
healthy sign. The very essence of cus- 
tomer surveys is to ferret out objections 
to our practices, policies, and general be- 
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havior that might not otherwise come to 
our attention; not to determine how 
good we are. The customer with a kick 
is our most fertile field for spreading our 
good name provided we do a tip-top job 
in satisfying the customer. The person 
that has no complaint and is perfectly 
satisfied seldom makes the effort to 
broadcast his But reflect 
upon some experience of your own where 
someone did a swell job of correcting one 
of your grievances. The tendency to tell 
about the incident is natural, and invar- 
iably the concluding statement is one of 
those all-powerful word-of-mouth adver- 
tisements of good-will. 

Since January, 1936, we have re- 
peated the service survey each six months 
and although the number of letters 
mailed to customers has increased to as 
high as 4900, the number of justified 
complaints has decreased to as low as 
nine on the basis of 2300 letters mailed 
and 900 postal cards returned. This 
would indicate that these surveys are 
serving their three-fold purpose of first, 
drawing out of customers their honest 
reactions to our service so that we can 
take proper corrective action; second, 
keeping personnel on its toes through 
knowledge that their service is being 
measured; and third, demonstrating to 
customers that we are sufficiently inter- 
ested in the quality of the service given 
to them to make inquiries of our own as 
to their reactions to the service. 

We are now on the threshold of ex- 
tending the process to other phases of 
our operations. Recently much publicity 
has been given to the processes of service 
sampling and it has been estimated that 
50,000 questions are asked each week in 
the United States to find out what the 
public thinks. 


satisfaction. 


The process of service sampling is 
basically a study to authorize certain ac- 
tions with the maximum assurance that 
the actions taken are correct rather than 
to follow the former course of hit and 
miss actions that are frequently expen- 
sive and sometimes disastrous. By this 
method, extremely small samples of pub- 
lic opinion can be an accurate guide, if 
properly done. The sound technique re- 
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quires careful planning, development of 
questions, areas and classes sampled, and 
interpretation of results. 

Of course, in our field, as in many 
others, special attention must be given to 
the psychology of women, who have been 
defined as individuals who can race 
through a department store aisle 20 in. 
wide without knocking off a single piece 
of glassware display and then drive home 
and tear off one of the doors of a 14-ft. 
garage. Much of our service is either in- 
visible or involves the utilization of me- 
chanical equipment, and the intricacies 
of neither are worthy of consideration by 
the feminine mind beyond the point of 
doing the job mechanically perfect. We 
must think in terms of feminine appeal. 

As the techniques of service sampling 
have been developed, it has become fairly 
well established that in the process of 
planning, specific information must be 
sought and there must be public opinion 
on the information as sought. For in- 
stance, it would be a waste of time and 
effort to sample a question such as, “Is 
our service satisfactory?” The question 
literally begs an unqualified yes or no 
answer and there is probably no clear 
cut public opinion as to what constitutes 
satisfactory service. Two customers with 
perhaps the same opinions on the various 
component parts of the service, will an- 
swer one yes and the other no, because 
to one, generally speaking, the service is 
satisfactory whereas, to the other some 
part of the service which is not satisfac 
tory determines his reply. In addition, 
having completed the sampling and tabu- 
lation of replies, one would be without 
information upon which to act. On the 
other hand, a concrete question regard- 
ing the service, such as, “Should minor 
appliance adjustments be made on Sat 
urdays?”, and perhaps followed by 
“Why?” would produce different re- 
sults. A single phase of the service would 
be questioned, there is public opinion as 
the result of the increased prevalence of 
no work on Saturdays and a tabulation 
of the replies would provide an analyti- 
cal basis for a possible future course of 
action. 


While the question cited has not been 
subjected to the technique requirement 
of pre-testing, no question should be used 
in a sampling survey unless it has been 
tested, reworded and retested, until it 
is uniformly interpreted by those ques- 
tioned. 

Remembering some of our own expe- 
riences with words, I was doubly amused 
with the story in the current issue of the 
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Readers Digest of the South American 
telling about his country and himself. 
He concluded, “And I have a most 
charming and sympathetic wife, but, 
alas, no children.”’ Then as his compan- 
ions seemed to expect further enlighten- 
ment, he continued haltingly, “You see, 
my wife is unbearable.” This was greet- 
ed with puzzled glances, so he sought to 
clear the matter up: “I mean, my wife 
is inconceivable.” Seeing that this, too, 
was not understood, and floundering 
deeper and deeper into the intricacies of 
English, he finally explained triumphant- 
ly: “That is, my wife, she is impreg- 
nable!” 

As you know, we are now having the 
questionable pleasure of refunding oper- 
ations as a result of a court decision. In 
providing the customers with a “State- 
ment of Refund” which was a detach- 
able portion of the check, we first made 
no mention that this portion of the check 
be detached as the customer’s 
record of the refund. When statements 
began to come to the banks, endorsed, 
we then printed on the statement “De- 
tach and Retain” with the result that we 
began to receive the statements through 
the mails under an interpretation of 
“Detach and Return.” And this from 
several well-known business firms. We 
now print, “Detach and Keep.” 


was to 


Another experience with words, oc- 
curred during the current service survey 
that is now in process when we decided 
to experiment with the drawing power 
of the letter mailed to the customers and 
with the wording on the enclosed postal 
card. One of the questions was worded, 
“Were 


convenience ?”’ 


minimum of in- 
Before a dozen returns 
were received, it was quite apparent in 


you put to a 


the light of answers to other questions 
on the cards, that the answer ‘“‘No” was 
based on a misinterpretation and we im- 
mediately the question to 
‘Were you put to any inconvenience?” 

The rewording of the letter to deter 
the 
greater customer response than our for- 


reworded 


mine possibilities of obtaining a 
mer average of 40 per cent returns, was 
based on the psychology of asking a 
favor to provide the means of bettering 
the The test, which 
mailing an equal number of the new and 
the former letters and postal cards, is 
proving that marked progress can be 
made. The new letters and postal cards 
have pulled approximately 25 per cent 
greater returns. 

To me, some of the most important 
observations of customer attitudes that 


service. involves 
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we have, come to us during our day ty 
day contacts. The servicemen, mete 
readers, telephone order clerks, corre 
pondents, customer interviews, in fac, ficiency 
all our employees who are constanth# Durin 
meeting and talking with our customer ing the | 
have the opportunity to observe custome; 
attitudes “in the raw,” so to speak, ; 
they actually exist; be they good or 
they bad. We feel it is necessary to pro 
vide an executive tap or better still a 
executive contact with these customer at 
titudes as they actually show themselve 
if general policies and fundamental oper, j, app: 
ating practices are to be developed b¥.ndersto. 
management for customer contact emf.<tomer 
ployees to work under efficiently. W 
do not believe that reports by subord; 
nates, even department heads, can en 
tirely replace actual contact with t 
subject. The tone of voice, the gesturtinterpret 
and exact words used, cannot be reproiid not i. 
duced in reports without distortion, onfcs of 
way or the other. Loman it 
In line with this theory, one of oubystomer 
earliest methods to provide executiv§ [¢ pay: 
contact with customers was to have fos hones: 
warded to the vice-president in chatgbyery da 
of Customers’ Service all mail from cu#]’m a | 
tomers involving repeat requests, Comfyce for 
plaints about the service or personnenow th 
failures to keep promises, objections t#eputatio 
collection practices or activities, high bi 
inquiries, and any other unusual or i 
volved letters. wer the 
These letters are reviewed by the victhake su 
president or by myself as his assistathonest, { 
and then forwarded to the proper dé all cor 
partment head with a request for a tr To ai 
port on the facts and the actual disposifhade to 
tion of the inquiry. This report 
carefully scrutinized, first as to t 
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yriting « 
he lett 
method followed to satisfy the customefthe cours 
second, was a good job done (and fated it 
might add, it had better be), and thirdfrork an 
were the practices and policies involveghe scho 
sound, or might they be improved. Thestacher, | 
cases have unofficially been named offgrith the 
treater h 
The 
In addition we have conscientiouslfroached 
encouraged the entire organization t@eoples ¢ 
bring our attention to any case in whiclMor the ¢ 
we appear to be guilty of some omisfrily by 
sion or in which our practices or policithonducte 
seem to be causing hardship or resentfhych pr 
ment. 


cial cases. 





kructor 

As a result of this practice, the quali Bhey are 
of our replies to customers has showy for | 
marked improvement, including th0cause g 
not designated official cases, as tested DM payme 


occasionally intercepting completed cus hrough 
tomer correspondence going to the fil@Mhows th: 
and we have changed literally thousanfhiitudes. 
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of routines, practices and policies to 
meet Customer requirements, and I be- 
lieve to the advantage of the operating 
edhciency of the company. 

During the early stages of our review- 
ing the letters written to customers, we 
were anything but happy and we real- 
ed these conditions just couldn’t con- 
tinue to exist. In writing a letter, you 
have just one chance to explain yourself 
to the customer, whereas, in face to face 
or telephone contacts, you have the op- 
portunity to express yourself again when 
it is apparent that you either were mis- 
understood or did not answer what the 
tustomer was endeavoring to learn. Fur- 
ther, when you post a letter, your exact 
words are in the customer’s hands 
tapable of being read and re-read, and 
khould it express or be capable of being 
interpreted as expressing something you 
tid not intend, it is just too bad, regard- 
less of whether it concerns courtesy, 
human interest, or the facts given to the 
pustomers. 

It pays dividends to have a reputation 
honesty, integrity and fair-play. Yet 
harg very day you see letters which have 
M CUF]’m a liar” written right across their 

comface for all to see. No one will ever 

onné&now the injury those letters do the 
ONS Meputation of the writer. But you may 
zh bilhe sure they undo good-will which has 
or iMeen patiently and laboriously built up 
wer the years. Every business needs to 
ake sure that its letters are ruggedly 
tonest, forth-right, courteous and fair 
0 all concerned. 
To aid correspondents, an offer was 
made to pay full tuition for a letter 
rriting course at either of two schools. 
he letters began to improve and when 
he course was completed, the employees 
tated it materially helped with their 
ork and that the instructor at one of 
he schools was an exceptionally fine 
racher, but that a course dealing solely 
vith their problems would be of even 
treater help. 

The favored ap- 
roached and he agreed to conduct a 
eoples Gas class. This is the third year 
or the class, which is attended volun- 
urily by the employees, and it is being 
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mducted as a seminar course. Too 
huch praise cannot be given to the in- 
_fructor and the employees for the job 
quali Siey are doing. When customers thank 
shoWlo, for collection letters, tell you that 

thos@ecause of the swell letter your bill will 
ted b payment number one, and then follow 
-d CUSBhrough with the payment, I believe it 
e fil@rows that letters can influence customer 
usanEttitudes. 
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The recording of unsolicited customer 
comments about the company is another 
practice that we find beneficial because 
it provides an executive tap to the daily 
observations of the public contact em- 
ployees. We have our employees jot- 
down these comments at their earliest 
opportunity, showing the name and ad- 
dress of the customer, if known, the cir- 
cumstances under which it was said, and 
as nearly as possible a verbatim report 
of what was said. Although these com- 
ments are almost exclusively in the com- 
plimentary class, probably because em- 
ployees hesitate to report unfavorable 
situations with which they become in- 
volved, the unfavorable comments can 
be gotten if you diligently seek them, but 
in any case, proper recording of the com- 
pliments by classes can be quite enlight- 
ening as to the types of activities, prac- 
tices and policies that win customer 
good-will. 

One of the most valuable instruments 
that we have from an executive view- 
point of obtaining the same observations 
of customer attitudes as the public con- 
tact employees, is the telephone monitor 
board. This instrument allows a third 
party to listen to actual conversations be- 
tween customers and employees. It is 
installed by the Telephone Company and 
does not interfere with the conversation 
between customer and employee. In fact, 
it is impossible for either to know when 
their conversation is being listened to, 
even though they may have knowledge 
that the equipment has been installed. 
and it can be wired to provide monitor- 
ing facilities for any of your telephone 
terminals. 

In our case, the monitor board is in- 
stalled in the offices of the vice-president 
so that either he or 1 can monitor when- 
ever we want to drop our other duties 
for a few minutes and do it free of even 
a supervisor’s knowledge—not that we 
want to “catch” anyone, but because we 
want to get mine-run conversations. All 
of our monitored employees know about 
the equipment and where it is located. 
Periodically every one of them comes in 
and spends at least 30 min. with a super- 
visor listening to conversations of fellow 
employees. This practice is followed to 
provide an opportunity to discuss good 
and weak points in telephone contacts as 
they actually occur, such as voice modu- 
lation, phraseology, routine techniques 
and the handling of difficult situations. 
The employees have appreciated this op- 
portunity and we know that material 
progress has been made to improve the 
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quality of our telephone contacts with 
customers. 

With a monitor board, it is possible to 
change many practices or policies and 
smooth out the operating problems in 
hours which formerly took days. By 
monitoring you can spot employee diffi- 
culties in making the change effective or 
customer objections to either the whole 
or any of its parts. 

The value of all these things, as I see 
it, is not that we shall ever be perfect, 
but that we may not be blind to cus- 
tomer attitudes as they actually are 
today. 


The Excess Profits Tax 


(Continued from page 548) 


to lend whatever support you can to 
such a program. It is apparent that even 
a very few changes in the present act 
might vastly simplify its operation. Such 
simplification, even if it did not decrease 
the tax burden that will be imposed upon 
you, would sensibly decrease the burden 
of research, investigation and computa- 
tion which you will have to bear in con- 
nection with the administration of the 
law. 

The simplification of the invested cap- 
ital provision is clearly of first impor- 
tance. It should be possible to draft a 
definition of invested capital which 
would be equitable and effective and yet 
would not involve the tremendous labor 
of aggregating daily averages. In my 
opinion, the average earnings base should 
likewise be liberalized either by permit- 
ting the taxpayer to select three of the 
four years between 1936 and 1939 or by 
permitting deficit years to offset profit 
years in determining average earnings. 
It is apparent that a corporation’s nor- 
mal profits cannot be measured by the 
average of its good years, ignoring its 
bad years. Finally, it seems to me that 
the rate the act is in- 
equitable in that it attempts to measure 
excess profits, not in terms of the per- 
centage by which they exceed normal 
profits or by the percentage which they 
bear to invested capital, but by mere 
dollar amounts. Thus every corporation 
which earns, for example, $250,000 of 
excess profits is required to pay a tax of 
$91,500 whether that $250,000 repre- 
sents an extra 1 per cent return on its 
investment, over and above a normal 
rate, or an extra 100 per cent return. 

These are but a few, but are perhaps 
the more important, items to which any 
program to amend the act should be ad- 
dressed. 


structure of 
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Mr. Dow Looks Ahead 


Excerpts from a talk given by Alex Dow, Chairman, Executive Committee, Detroit 


Edison Company, at the American Life Convention, Chicago, on October 8 


AM ASKED, “Is there likely to 

be a scientific revolution in our 

industry?” The answer is that 
there will be progress, but not revolu- 
tion. There is always progress, and 
our industry has always welcomed it. 
Thus, the everyday incandescent light- 
ing bulb of 1940 gives four times the 
useful light for a like amount of energy 
as did its predecessor in my early days 
of service. Right at the moment the 
industry is absorbing a new lighting 
device, recommending it where it should 
be recommended—the fluorescent lamp, 
which is not usable everywhere and but 
little in the home; but which, where it 
should be used, can be made to give 
equivalent light for about six-tenths as 
much energy as does the ordinary bulb. 
We are not only accepting fluorescence, 
but promoting its use. The utility com- 
panies acting as a group by their tech- 
nical committees have met the earl) 
problems of short life of these fluorescent 
tubes; of risk of shock from them when 
carelessly handled; of optical flicker 
which three years ago was worrying the 
oculists; and of bad power factor which, 
if it had been tolerated as it existed in 
the first such lamps, would have cut 
down the usefulness of the cable and 
wire systems of the electric companies 
enough to cancel the saving in energy. 

This way of ours is nothing new. In 
1914, ’15, and ’16, the industry accepted 
and welcomed the metallic filament lamp 
now called the Mazda lamp, which used 
about one-half the energy of the early 
carbon filament lamps. As first it was 
offered to us, its high price and its short 
life made it impossible. What does it 
profit a customer if he saves one-half 
of his electric company bill and pays 
out more than the saving in replacing 
burned out lamps? I know that story 
very thoroughly. I have been a party 
since 1896 to each of the many steps 
which have increased useful lamp life, 
and simultaneously reduced the bills we 
render for energy taken by our cus- 
tomers. 

I am asked to speak about mechan- 
ical improvements in the generation of 
electric energy. We are looking for 
them all the time and every time a 
promising betterment is reported, we 
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MR. DOW 


with it, and reduce it to 
When I went into the busi- 
ness a steam plant did fairly well if it 
produced a_kilowatthour of electric 
energy by burning four pounds of coal. 
Today, our good plants get the same 


experiment 
practice. 


result from one pound of coal or less, 
and the national less than 
and one-half pounds. We _ have 
been the most patient experimenters with 


average is 
one 


internal combustion engines, such as the 
Diesel. 
are useful and we use them, or recom- 
mend them. 


‘There are places where these 


But they are not going to 
replace the steam turbine for a long time 
to come, if ever. The last steam tur- 
bine set which I bought for my com- 
delivers 


pany 100,000 horsepower of 
electric energy. The best Diesels of 
today would require twice the invest- 


ment, twice the operating labor, and 
three times the annual maintenance and 
repair. 

As to practice with water power, in 
which the energy of falling water is 
transformed by a generator driven by 
a water wheel into electric energy—it 
is not so many years since I rejoiced 
that a plant for which I was responsible 
returned to me eighty per cent of the 
energy carried by the water. Nowadays 
such plants are crowding well into the 
ninety per cent class. Let me say both 
as to water wheels and as to steam gen- 


December, 194, December, 


erators, every unit of energy carried by 
the falling water or contained in the 


supply of fuel is nowadays accounted fo, H 
to the second place of decimals; so that wl 
we know not merely qualitatively but liv 


quantitatively just what we are doing; wood o 
so that we have the range of possiblef!°U"SSte 
improvements, and recognize that they bout to 


are not revolutionary. Empire | 
As to atomic energy—somebody i the de: 
always asking if it will not superseddt@™ed a 


our present methods of converting ones hypo' 
controllable form of energy into another the fittes 
—the energy of falling water, or thq!mal 
energy of fuel, into transmissible elecf@racte! 
tric energy. Repeating my preceding chieve 
saying, we are constantly watching ang®VY!ronn 
even encouraging studies in that par the other 
ticular direction. If a controllablg My tl 
process of releasing atomic energy shoulg§ SUTVI' 
be developed, the electric power com#an’s di 
panies will be the first to use it. Thug™portan 
far it takes the energy of many molephysics « 
cules to release the energy of one atong®atics. 
in a form in which it can be used. Talkf 5ome 
ing in dollars and cents, you pay abouf°vered 
hundred dollars to recover on 
bright new cent. Back of that difficulty 
that the recovered energy is unprofitabl 
small, there is the problem of contro 
which I am inclined to believe is un 
solvable by humanity. 
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Look at a steam boiler and its furnac 
please. Sometimes we cannot stop t 
generation of steam at the instant tha 
We cease to require it. The safety vali tants 
Any time your train stops at 4\ng hoy 
way station, the locomotive safety val¥éye mak 
pops and a plume of steam goes up, Pach chi 
vided that the fireman has his fire readfeckonin; 
(as he should) for a quick start frotmentary 
that station. In a steam boiler we stof bestroyed 
the supply of air to the fire, or the sup , 
ply of fuel, or both, and presently t 
safety valve ceases to blow. But, alway 
subject to that vitak control, the relea 
of one heat unit in combustion initiate 
the release of another and the process | 
self-propagating. I have no vision 0 
the release of atomic energy becomi 
self-propagating. If it does, I sh 
seek to remember the words of the hymi 
which begins, ‘Dies irae, dies illa, solv 
saeclum in favilla,”’ because the cosmi 
sequences will be beyond human contro 
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d for HE basic fundamental drive 
that which dominates the life of every 
bid living thing—the California Red- 

ning: wood or the maiden hair fern; the 


ssiblqounester, irrepressibly alive; the soldier 
ther about to be snuffed out; or the British 
[Empire holding off the rest of Europe— 
iy j@S the desire to survive. Charles Darwin 
rsedftamned a place among the immortals by 
y ondts hypothesis concerning the survival of 
othephe fittest, which states roughly that the 
r thgtimal (or group of animals) whose 
characteristics made him best able to 
chieve a successful adjustment to his 
nvironment, was most likely to outlast 
the other animals. 

My thesis this morning is that there 
survival in cooperation, and 
an’s discovery of this fact is surely as 
mportant as his discovery of any law of 
hysics or 












value 


of chemistry or of mathe- 


atics. 


Watch as 
‘losely as you will, there is no possibility 
if discerning any community of effort 


Some have not. 


culty 3 : ¢ 
n the hen ard; no suggestion of group 
Ftabl J sugges grou} 


tctivity. Each bird acts solely and exclu- 


ntrog. . 
ively on her own account. Even when a 


is un , , 
foung rooster’s zeal for a particularly 


uashy cricket is thwarted by the supe- 
rior tactics of some other cockerel, the 
>»P none stir which their quarrel creates 
t tha. ignored by the rest. Indeed, the dis- 
"val ignore each other. 


rnace 


putants very 
S at nd how easily the farmer’s incongenial 
valixe makes its sacrificial descent upon 
DP» Plkach chicken’s neck when the day of 
readfeckoning arrives. How easily this mo- 
 froffmentary glow of self-sufficiency can be 
re stlestroyed. 
1e sup 


soon 










ly tM The crow is a bird of another color. 
alway postpones the inevitable coming tc 
relez bn end of his own particular little world 
utiatéht the whim of the farmer, by posting 


cess h sentry to warn the feasting flock of 
10n Fhe approach of a potential enemy. Thus 
-ominy 


ll the crows survive longer than would 
therwise be possible. To put it more 
iMfensively, they contrive some “caws”’ 
0 warn them of their danger. 

The bees and the ants have an even 
hore elaborate system of group activity. 
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Survival Value 
By F. Alexander Magoun 
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Both live in specialized societies consist- 
ing of numerous sterile worker individu- 
males, and egg-laying females. 
Moreover, one concludes that there must 
be some quietly authoritative 
among the worker bees for there are 
those who clean house with a low whir, 
those who gather honey in a lather of 
excitement and those who just build the 
hexagonal cells of the comb. 


als, 


voice 


In a less ample age when civilization 
had advanced no further than an econ- 
omy of hunting, every man attempted to 
provide directly for and pretty much by 
himself, the food and shelter and cloth 
ing for his family. At last it was real- 
ized that certain men had suffered the 
dreadful sting of talent. This one could 
build better arrows than anyone else, that 
one was a superior tent maker, another 
marksman. There 
proved to be survival value in a division 


excelled as a soon 
of labor, others providing savory venison 
for the arrow maker while he cultivated 
his talent. By this sort of cooperation a 
much more effective use could be made 
of each man’s aptitudes. Being near- 
sighted was no disadvantage to the ar 
row maker, but an intolerable hardship 
to the huntsman. Each man was happier 
too, doing the things that he could do 
best. 

The estimate that the 
population of North America at the time 
of Columbus was in the order of 5,000,- 
000 souls. The land was incapable of 
supporting more, for when there was 
little cooperative specialization and 
everyone lived on game, it took square 
miles per person to sustain human life. 
People per square mile were an impos- 
sibility. Today the population of the 
United States alone is over 130,000,000, 
and such is our division of effort that 
the combined skills of a dozen men go 
into the making of a single pair of shoes 
-—to say nothing of raising and assem- 
bling the raw materials or the distribu- 
tion of the finished product. 

No longer can it be said that the best 
man wins. The best team wins! Way 
back in about 150 A.D. a Roman Em- 


named Marcus Aurelius 


sociologists 


porer said, 
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‘We are born for cooperation as are 
the feet, the hands, the eyelids, and the 
upper and lower jaws.” In the last thou- 
sand years we have refined team work 
far beyond the simple beginnings of an 
agricultural and hunting economy to the 
complications of an industrial economy 
in which we have executives who pro- 
duce nothing directly but whose duty it 
is to see that the workmen who do pro- 
duce have the right tools and the right 
materials in the proper place at the 
proper time. 

Lack of cooperation between individu- 
als living together leads to unwilling sub- 
mission, to quarreling, or to separation; 
between employer and employee it leads 
to slavery, to strikes, or to bankruptcy; 
between companies operating in the same 
territory it leads to disaster for one or 
hoth, or to chiseling; between govern- 
ment agencies and industry it leads to 
totalitarianism, to socialism, or to civil 
rebellion; between nations living on the 
same planet it leads to subjugation or 
to war. In every relationship inability 
to work together means fight or failure 

. usually both. 


How do you think an exiled German 
Kaiser, a murdered Russian Tzar, a 
dead Emperor of a no longer existent 
Austrian Empire, the former premier 
of a now broken and imprisoned France, 
and the white-haired prime minister of 
a devastated England would behave if 
they could go back to August 1914 
knowing what they have since learned? 
Are there no lessons here for our present 
rulers, our present executives, our pres- 
ent labor leaders? Suppose we exerted 
even a small percentage of the energy 
we now expend in fighting and destroy- 
ing each other, on trying to work to- 
gether? What an amazing difference. 

We all recognize this. Do we pat- 
tern our behavior in accordance with it? 
No, because each one of us wants to be 
sure that the other fellow doesn’t put 
something over to our disadvantage. So 
each one of us is resolutely determined 
to go only half way—our own idea of 
half way, which is usually a far cry 
from the actual 50 per cent mark as 
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you public utility folk will realize when 
you recall a famous complaint concern- 
ing the unwillingness of the United 
States Supreme Court to cooperate. 
Now do you see how the other side 
feels about it? 

Good team work, no matter what the 
team, comes only where there is com- 
mon responsibility for results with a 
minimum use of authority. Each person 
must know exactly where he fits into 
the organization and why. 

This means that channels, gurgling 
with information, must continuously be 
kept open, both up and down, so that 
management and workmen shall have 
mutual education as to the effect of their 
efforts on the whole team. All too often 
this flow of information takes place by 
a process which can only be described as 
leakage. A man’s opinions are no more 
reliable than the evidence that backs 
them up. If an executive wants to be 
up to date as to what is going on in 
his team he must have a continuous 
stream of evidence. 

So must the workman. To rely on an 
occasional posted notice is to lay powder 
trains and then to invite the thunder- 
bolts because understanding by its very 
nature always depends upon what is 
already stored in the mind. Hence un- 
derstanding can never be vicarious and 
must be accomplished by a man-to-man 
relationship. If what the team has un- 
derstood in the past is to be changed, 
the change must be based upon a change 
in their understanding habits. This is 
one of the most difficult things in the 
world to accomplish because understand- 
ing habits are so hopelessly interwoven 
with desire. 


Most of us desire to do good work. 
But we desire other things too, such as 
affection and keeping out of trouble. 
Suppose someone on the team gets into 
difficulty. His troubles should be part 
of the larger problem of making the 
whole organization function. And _ if 
there is not common responsibility for 
results, the management will discover 
with an irrepressible spasm of regret 
that somebody is either passing the buck 
or cunningly causing disorder. Suppose, 
for example, that Butch is a bit of a 
man-about-town as well as the mechanic 
who keeps the typewriters working prop- 
erly in a larger billing office; Gwendo- 
lyn is a streamlined but fragile child 
who has but recently joined the office 
force. Butch invites her to the movies. 
Surprised, and perhaps even a little 


frightened she refuses. Later he tries 
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again only to be rebuffed. If Butch isn’t 
also responsible for the amount of work 
Gwendolyn turns out, do you think her 
typewriter will work satisfactorily after 
that? Or will he get even with her by 
a bit of trickery on her spirited machine 
some fine morning? 

The best team wins, but in the best 
team, results are always the common re- 
sponsibility of everyone. There are not 
just definite lines of authority; there 
are definite areas of common responsibil- 
ity in which the related parts work to- 
gether under the direction of a single 
superior. 


There will be differences of opinion 
of course. Without them painfully un- 
imaginative stereotypes will soon be fol- 
lowed, growth will stop, and death will 
begin. When disagreements occur, they 
should be settled at the level of origin 
whenever possible without appeal to the 
decision of some higher executive. Sup- 
pose the accounting department finds 
itself in a dispute with some other de- 
partment over the allocation of several 
specific items. Who is to be charged 
with them? Everybody is trying to duck 
as many charges as possible because 
everybody is measured—among other 
things—by the ratio between the money 
he spends and the results he gets. And 
when the Accounting Department says 
that this item for publicity should be 
charged to the Public Relations Depart- 
ment because they ordered it and it has 
to do with their job, instead of charging 
it to advertising, then the Public Rela- 
tions Department is likely to accuse the 
Accounting Department of sheer con- 
tentiousness. Is the dispute to be settled 
by one side successfully persuading the 
other that its point of view is logical 
and right? Or after a few vicious pokes, 
thinly disguised by the elegant phrases 
of civilization, will these two men carry 
their quarrel to a superior in whose 
office they proceed to heap gentle re- 
proaches upon each other, introduce 
many unbelievably irrelevant facts, at 
last come away in a somewhat tangled 
condition? And, one might add, with a 
certain inner conviction, also leaving the 
superior unbuckled and groping. 

Where persuasion succeeds, not only 
is the result usually correct, but also in 
the process of winnowing out the truth 
there has been considerable cross-educa- 
tion. Each man has learned something 
of what the other is up against. In a 
spirited disagreement where persuasion 
fails, lines of authority must be appealed 
to, despite the fact that the man above 
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probably does not know all the necessary 
little details for making an unbiased 
judgment. His attitude should be, “So 
you couldn’t settle this between your- 
selves! All right, I’ll make a study of 
the situation and try to iron it out, but 
what I find is going to influence what | 
think of both of you for some time to 
come.” 

Team work that results in the inter- 
weaving of interests, has to be learned, 
The disjointedness of dispute and at- 
tempted domination has little enough in 
the way of reward except for the fact 
that it requires not brains but merely 
superior physical force. Time was when 
we thought this had survival value. Now 
we are beginning to realize that “fight- 
ing impairs the object fought for,” in 
addition to the damage it inflicts upon 
human relations. 

Team work that results in survival 
value does not mean that there should 
be no differences of opinion. It does 
mean that differences of opinion should 
stimulate further thought, a result im- 
possible of attainment, where difference; 
result in conflicting emotions. Genera: 
tions of careful thinkers had seen the 
value to the British Empire of “His 
Majesty’s Loyal Opposition” long be: ’ 
fore Mr. Willkie pointed it out. AsidefU™tY, ' 
from the hatred it engenders, the longbourbon 
run success of a dictatorship is difficultf*" “S¢ 3 
precisely because no opposing voices are ating abc 


permitted. hnd the t 
now be 


ounced, 

When Charles W. Eliot was electedbs accour 
president of Harvard in 1869 at the agehor anyor 
of 35, there remained on his staff ore take 
much older man who nursed a bitterfo drink t 
disappointment because he himself hadfermined 
aspired to the office. At subsequenths Flahiv 
faculty meetings this professor used allkheerful | 
his intelligence to oppose every measurefhe art of! 
Dr. Eliot suggested. Subsequently he 
was offered a better position at Colum 
bia and in tendering his resignation saidfiduity fo 
“Doctor, I presume that my going willf immedi 
be welcome news to you.” Presidentfearch in 
Eliot rose, walked over to the other sideind labor 
of his desk where the professor wagight. I 
seated and answered, “There have beenfere with 
many times, sir, when the temptation topearance 
be impatient with you has been greatforegone, 
Never before, however, have I felt quitdfomplete 
so acrimonious. Don’t you realize thq@ the ir 
tremendous advantage to any man of amgearch. 
intelligent opposition to keep him fromflis eveni 
making mistakes ?” ion whicl 
Is there an intelligent sore-head impst or im 
your office? There is survival value imphich cor 
using him to keep you from makingfiscovers | 
(Continued on page 584) ries, wl 
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\ter- 
ned, 
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h in HE topic assigned to me this even- 
faite ing has been announced by the 
ok toastmaster. Before I launch into 
id the scientific and philosophic implications 
ioe of the subject, I pause to tell you how 
ght: the topic came to be assigned to me and 
» : the harrowing circumstances that 
brought this about. It is principally due 
to the evils of drinking excessive quanti- 
rivalfties of China tea. 
oul One day, last October, while Frank 
deal Flahive and Bernard Rodey were hav- 
ing afternoon tea, they discussed the 
question of a speaker for this dinner and 
asl the topic to be assigned to the happy vic- 
vera: After extended discussion, punctu- 
da ated with more dishes of tea, they wired 
cpyigme at Memphis, Tenn., where I was 
eZ enjoying the hospitality of that fine com- 
heii munity, which is, as you recall, near the 
longbourbon area. For some reason—you 
Fula use your own imagination in specu- 
Jating about it—I accepted the invitation 
nd the topic as well. Now you did not 
inow before you heard this topic an- 
ounced, that there was any such thing 
ectedis accounting eugenics. Neither did I, 
e agehor anyone else for that matter. I there- 
aff afore take this occasion to warn you not 
vittefo drink too much tea, unless you are de- 
 hadfermined to fall into the same sad state 
juentts Flahive and Rodey, who are the most 
d alltheerful conspirators that I know of in 
asur@#he art of putting a speaker on the spot. 
y he 
slum4 However, employing that scholarly as- 
saidpiduity for which I am so justly famous, 
- willf immediately began my exhaustive re- 
identftarch in the subject. I worked all day 
r sidnd labored far into the watches of the 
waright. I have allowed nothing to inter- 
beenfere with this task, and my gaunt ap- 
on tapearance this evening is due to sleep 
preatgoregone, to meals neglected, and to the 
quit@omplete abandonment of all recreation, 
e than the interest of this pioneering re- 
of amarch. But, as I stand here before you 
fromfhis evening, I am filled with the emo- 
ion which comes only to the great scien- 
ad ifgst or inventor. I know now the thrill 
ue imphich comes to the archaeologist who 
akinggiscovers a city buried in the dust of cen- 
uries, which he rescues from oblivion. 


1pon 


ould 
im- 
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By John T. Madden 


Tuesday evening, December 3, 1940 


Let us then now proceed to an orderly 
development of our subject. 

Before 1 become too deeply mired in 
the technical discussion of my topic, [ 
should warn you of the danger that you 
may run into of being misled by the 
large amount of perfect nonsense dressed 
up in polysyllabic profundity, that has 
been written on the subject of eugenics 
without the descriptive adjective. Eu- 
genics, as I am sure you are all aware, 
is the science which deals with the in- 
fluences that improve the inborn or he- 
reditary qualities of a race or breed, 
especially the human race. And, you all 
know, too, that dysgenics is the study of 
racial degeneration. 


Now the influences which improve or 
injure the human race are manifold. But 
we must at once in scientific candor re- 
ject the notion that blood transfusions 
have any helpful or even harmful 
eugenic influence. For example, I posi- 
tively reject the conclusions drawn from 
the following case history: 

Mr. XYZ was a generous, care-free 
American who had the misfortune to fall 
seriously ill in Aberdeen, Scotland. To 
save the life of the patient, the doctors 
resorted to blood transfusion and XYZ 
received several generous transfusions of 
good native blood. It is alleged that 
when he recovered he had lost his former 
care-free and spend-thrift nature, but in- 
stead, had acquired a quality of rigorous 
and careful economy which far sur- 
passed that possessed by any native citi- 
zen of Aberdeen. 

The physician in this case fared bet- 
ter than the Semitic doctor of medicine 
in Nazi Germany, who was severely 
penalized and sent to a concentration 
camp because he had used his own blood 
in a transfusion to save the life of an 
Aryan patient. But let us not digress 
further in these by-ways, alluring and 
attractive though they may be. We shall, 
as the French say, return to our 
muttons. 

We have seen then that eugenics is 
the science of improving the human race 
by the application of the known laws of 
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heredity. Just as the laws of Mendel 
and Weissman enable us to anticipate 
characteristics of a given pair having 
marked physical characteristics, so also 
the methods and techniques taught by 
the scientists of one generation to the 
next enable us to anticipate the methods 
and procedures that will be followed by 
the devotees of that science in the next 
generation. 

Now we come to the great discovery, 
and I wish to dedicate it to Flahive and 
Rodey. We inherit ideas, ideals and so- 
cial customs as truly as we inherit phys- 
ical and mental characteristics from our 
parents. We may therefore define ac- 
counting eugenics as that body of knowl- 
edge which is concerned with the means 
of transmitting to the next generation of 
accountants improved methods of treat- 
ing the nebulous or partly developed 
fields of accounting so that the genus ac- 
countant may be improved in the next 
generation. 

Now I have already defined dysgenics 
as the study of racial degeneration. 
What, therefore, is dysgenic accounting? 
We have the perfect example in ‘ab- 
original cost,” for this monstrosity was 
conceived in the womb of bureaucracy 
and sired by hypocrisy. 


Here it may not be inappropriate to 
recall that all is not gold that glitters, 
and that all change is not progress. 
Whether proposed or inaugurated 
changes in public utility accounting are 
progress depends on the point of view 
and where you sit. German bombing of 
London is progress from one point of 
view ; from another, it is destruction and 
regression. The application of the laws 
of eugenics also presumes a choice among 
ends, such as physical strength or intel- 
ligence, pugnacity or tractability. Ac- 
counting eugenics thus widens our un- 
derstanding of the means of change, 
which changes may or may not be prog 
ress, depending entirely on the point of 
view or special advantage. 

I shall not continue this scientific dis- 
cussion any longer because it is an old 
and sound rule of pedagogy to feed new 
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knowledge in homeopathic doses. But 
I leave it to my audience to decide 
whether I have extricated myself from 
the hole which Flahive and Rodey put 
me into when they gave me this topic, 
and if you agree, they shall pay the pen- 
alty by buying me a dish of tea at the 
conclusion of this dinner. 

The proponents of “aboriginal cost”’ 
urge most strongly the usefulness of this 
contribution to accounting dysgenics as 
an aid to regulatory bodies in determin- 
ing the fairness of the return in future 
rate controversies. What you have been 
doing in the past, what you are now do- 
ing, and what you shall do in the future 
in reconstructing your accounts under 
the new classification, whether you do 
it by “reaccounting” or “reclassifying”’ 
or both, is allegedly to be done for the 
benefit of posterity. Of course, it has no 
present usefulness, because the present is 
merely. a point of time, infinitesimal and 
fleeting, and the present had disappeared 
into the past even before we can make a 
note of it. Accountants speak of the 
“present period” or the “present year” 
but there is really no such thing. In this 
instance, you can only have a “‘present”’ 
by robbing the past, going back for your 
purpose as far as you may desire. The 
present is merely the momentary con- 
necting link between the past and the 
future. 


And so, either your “aboriginal cost” 
is to serve some function in a computa- 
tion relating to the past or to the future. 
The past is gone and whether your eco- 
nomic organization made a profit or sus- 
stained a loss, there is nothing to be done 
about it. You cannot collect your loss 
from the customers of the past nor re- 
turn to them part of your profits. The 
future is always ahead of us and so, | 
suppose, that this preference for ‘“ab- 
original cost” is based on a consideration 
for the welfare of posterity, or future 
generations, immediate, proximate or re- 
mote. I am reminded that posterity has 
some uses. I recall that Diderot, the 
French philosopher of the 18th century, 
had a long discussion with his friend 
Falconet as to whether a regard for pos- 
terity inspired men to do noble deeds or 
create great works. Falconet proposed 
this question to his friend: “Assume,” 
said he, “that it was certain beyond 
doubt that at a designated time in the 
future a comet would collide with the 


* Epttor’s Note: Dean Madden’s reference to a 
valedictory is an oblique comment on his approach- 
ing nuptials. We hope that the future Mrs. Mad- 


den will permit the Dean to get out occasionally 
with the boys. 
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earth and totally destroy it. What effect 
would this knowledge have upon the 
conduct of men?” He said it would not 
have any effect. Diderot disagreed. He 
maintained that such knowledge would 
have a most disastrous effect and that it 
would destroy all incentive to good ac- 
tions and noble deeds. Said he, “no more 
ambition, no more monuments, poets, 
historians, perhaps no more warriors or 
wars. Everyone could cultivate his gar- 
den and plant his cabbages.” 

Now while a comet did not destroy 
the earth, ‘“‘aboriginal cost” accounting 
does destroy the historical integrity and 
continuity, of the accounting process for 
the purposes of the accounting company, 
and the general philosophy of the rela- 
tion of government to business, from 
which this mongrel sprang, has already 
gone a long way in destroying incentive 
to good management in the utility in- 
dustry. 


The story is told of a group in New 
England many years ago who firmly be- 
lieved that the world was to come to an 
end at a definite time. As the hour ap- 
proached, everyone in this group stopped 
his work; the cattle went unattended ; 
the crops in the fields were neglected; 
all waited around for the end to come, 
attired in the coronation robes. One old 
fellow, who was somewhat of a renegade 
and unbeliever, got tired of waiting for 
the destruction of the world and going 
out into his hay field, he climbed on top 
of a stack of hay, stretched himself out 
Some bad 
boys passing by, noticed the old fellow 
asleep on the hay, and touched a match 


and was soon sound asleep. 


to the pile. Soon the flames were roaring 
around the old man’s head, and he 
jumped up with a mighty shout and said, 
“She’s come by heck; and I’m in hell, 
just as I expected.” 

I surmise that you have had and will 
have a large part of your hell right here 
on earth as you came to grips with the 
problems created by “aboriginal cost.” 

[ was very happy to be honored with 
your invitation to appear before this 
joint conference of the accountants of 
the Electric and Gas Utilities. It is very 
close to my last, if not actually my last 
appearance, before such a gathering of 
utility accountants, and this address is, 
therefore, somewhat in the nature of a 
valedictory.* Over a quarter of a cen- 
tury ago, I was invited to lecture on ac- 
counting before the employees of the 
New York City companies, and _ this 
pleasant relationship continued for more 
than seventeen years. I was impressed 
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with the seriousness and purposefulness 
of such a large number of men who 
would attend lectures and do the home 
work required after a full day in the 
office. Many of these young men have 
since risen to high rank in the several 
companies. A few have passed on, 
leaving us the encouragement and ex. 
ample of good lives. At a later time, | 
was asked to assist in the periodical re- 
vision of the correspondence course in 
accounting then maintained by; your na- 
tional organization. In the meantime, 
some of the graduates of my own Uni- 
versity entered your business, men and 
some women who had listened patiently 
to my dry lectures, and many of these, 
too, have since given a good account of 
themselves in the industry. 

Still later, it was my privilege to sit 
in the meetings of the national account- 
ing section of the electric light and 
power industry, and from this I got first- 
hand information about some of your 
problems and about the ways and means 
you were employing to solve them. | 
pause a moment to pay tribute to some 
of the great accountants of the indus- 
tries whose accomplishments — should 
never be forgotten—men like Harry 
Edwards, W. Paxton Little and Walter 
Church Lang, to mention only three 
whom I have known for almost thirty 
years—men whose last accounting has 
been made—men whose books were well 
and truly balanced. 

I was happy also to participate in the 
research study undertaken by Dr. C. O. 
Ruggles, whose rugged honesty, sure 
footed scholarship and indefatigable in- 
dustry produced an excellent piece of 
work although there were some little 
men with pea-shooters who attempted 
to impugn his motives and impeach his 
results, all without avail. 


In other instances, where | was in- 
vited to these industries, and 
where, after a full and complete exam- 
ination of the facts, I had come to a de- 
cision as to where the truth lay, it was 
then only a matter of duty to help pro 
claim the truth, albeit one might render 
himself unpopular or be subjected to 


assist 


criticism for so doing. More recently inj 


other forums, I have shown conclusively 
that errors and inconsistencies abound in 
the allegations of “write-ups,” a term 
which still remains undefined by any re- 
sponsible regulatory agency; I have 
shown from the evidence that there was 
absolutely no correlation whatever be- 
tween “write-ups” and rates; and finally, 
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tions of losses to investors amounting to 
billions through the shrinkage in market 
values on the exchanges have absolutely 
no foundation whatsoever. 

And so, as one finds that there are 
many things in life which one wants to 
do, and as one realizes that there is 
scarcely time enough left for one to do 
them all, it is necessary to lighten the 
load and concentrate on fewer interests 
or limit one’s field of concentration. This 
is my status today. Others must carry 
on where we leave off. Your industries 
are vitally necessary to the health and 
well-being of our nation. You have a 
record of social usefulness of which you 
may be justly proud. If any portion of 
the present national effort for defense 
should bog down, it will not be your in- 
dustries. Although my future contribu- 
tion to the cause of truth in this area 
shall be much less than heretofore, since 
I must needs do some other things which 
[ have long neglected, my valedictory to 
you is that you do not falter in your ap- 
pointed task and that you fight on vali- 
antly despite blitzkriegs from any 
quarter—always be men with accounts 
well-balanced. 


The method of science is first to re- 
duce a problem to its simplest or most 
elementary form, and then to determine 
whether the issue or conflict is real, or 
whether it reflects only a difference in 
the ends desired. It has appealed to me 
for a long time that the confusion and 
turmoil that have developed out of the 
innovations in public utility accounting 
dictated by government, could be ma- 
terially reduced by a clearer understand- 
ing of the fact that the real differences 
are differences in the ends sought, and 
that all other differences are of such sec- 
ondary’ import that they will resolve 
themselves as soon as the ends envisioned 
are achieved or not. 

For a time at least, we were all some- 
what concerned and confused by the in- 
novations proposed and imposed on pub- 
lic utility accounting. We tried first to 
understand these changes as accounting 
changes. We were given to understand 
that the law could not impose the obliga- 
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tion of bad and misleading accounting, 
and we knew, as we still know, that 
accounting on the basis of cost to another 
tnterprise is as bad as accounting can 
in that category become, because it is 
inaccurate and because it violates estab- 
lished traditions of hundreds of years. 
lt arbitrarily destroys the historical con- 
finuity and integrity of the accounting 
)rocess without which accounting can- 
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not serve its established and expected 
business function. Our attention has been 
centered on the means of performing 
certain necessary business functions, and 
we assumed the ends of accounting to 
be the service of those business ends. 
Regulatory authorities, however, had 
other ends in view, and these ends are 
in conflict with the ends which business 
men seek from the employment of 
the accounting process. The regulatory 
authorities have sought the support and 
compulsion of law to substitute their 
ends for the ends which business seeks. 
The complications now should be clear. 
The imposed accounting innovations are 
good accounting, if we regard the ends 
which certain regulatory authorities at 
least seek. 

There is no one and only “good ac- 
counting.” How good an accounting 
procedure is, depends on the purposes 
which it is to serve. Goodness or sound- 
ness in accounting is relative and not 
absolute. The real conflict is with re- 
gard to the ends to which accounting is 
to be devoted: whether a private enter- 
prise may employ the process of account- 
ing to serve necessary and useful business 
purposes or whether a private enterprise 
must give over its use of the accounting 
process to the ends envisioned and se- 
lected by regulatory agencies. 

Our might well be di- 
rected more toward an understanding 
of the ends envisioned by the proponents 
of “aboriginal cost’? accounting rather 
than to the wholly inconclusive and 
pointless argument as to the accounting 
merits of the innovations as such. We 
cannot tell what is in the minds of men. 
Intent is dificult to determine or prove, 
but we may surmise, and I offer you 
briefly what I surmise. 


attention 


Ever since the implications of Smyth 
versus Ames became apparent, there have 
been efforts to change the law of the 
land or to circumvent the effects of the 
law as interpreted. Effective regulation, 
conceived as profit regulation, was 
thought to be thwarted by the rule of 
a “fair return on the fair value” of 
property used and useful. And so, ever 
since Justice Brandeis’ famous dissenting 
assent in the Southwestern Bell Tele- 
phone Company Case, renewed efforts, 
backed by a renewed courage, have been 
made on many fronts to destroy the ef- 
fect of the fair value principle in rate 
making. In fact, I believe almost every- 
thing that has developed in the way of 
accounting and regulatory innovations 
in the years that followed can be viewed 
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as a whittling away at the practical ef- 
fectiveness of the fair value principle. 

Thus, if the proponents of “original 
cost” are denied their desire as a per- 
manent rate base, they endeavor to get 
it accepted for temporary rate purposes. 
The “aboriginal cost” idea is the wooden 
horse of the prudent investment theorist. 
One has reason to doubt the sincerity 
of the expressed desire for the perma- 
nent ever ready availability of original 
cost as evidence of fair value because 
there is a clearly indicated resistance to 
the inclusion of all of the elements of 
actual original cost, as Professor Paton 
pointed out this morning. The invest- 
ment theory is not the same as the idea 
that original cost may be evidence of 
value. In my opinion, this avid interest 
in “original cost’? accounting is not an 
interest in original cost as an evidence 
of value, but actually a first move to 
substitute the unreturned recorded in- 
vestment in property now used for fair 
value as a rate base. It is a radically 
different principle, the application of 
which will have dire economic conse- 
quences for regulated industry when that 
industry has to operate in an unstable 
economic system. 


Again, however, too much consistency 
must not be sought when inconsistency 
gives partisan advantage. Under a strict 
application of the investment principle, 
a utility should be allowed to earn on 
the unreturned dollars, the unrequited 
investment, whether the property is in 
existence or not. But note the incon- 
sistency of a retroactive determination 
of depreciation on a straight line basis 
whether the company has collected from 
the customer or not. Here it is advanta- 
geous to stand on the other leg and show 
another face. The entire accrued depre- 
ciation is to be deducted, and, if in ar- 
rears, so to speak, by a lump charge to 
I have not heard it proposed 
that a retroactive valuation of the fair- 
ness of the return in the past be also 
made as an offset to such retroactive 
treatment of theoretical accrued depre- 
ciation. But consistency will come. 
First, there will be the absorption of sur- 
plus and more by retroactive provision 
for depreciation and then having taken 
advantage of the use of the depreciated 
property value principle, the stage is set 
for the future application of the invest- 
ment principle via the route of account- 
ing control. The unfairness of this 
“heads I win, tails you lose” proposal 


surplus. 


should be apparent to all. 
(Continued on page 566) 
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Accounting Aspects of Rate Analysis Technique 


By F. A. Newton 


Chairman, Rate Research Committee, EEI 


An address before the Fourth National Accounting Conference, AGA-EEI, 


HAVE a very deep sympathy for 

the accountants of the gas and elec- 

tric utilities. Some very difficult 
problems have been put upon you in the 
past few years. Their solution has re- 
quired long and arduous work. I speak 
particularly of the matters of accounting 
classifications, original cost and deprecia- 
tion. The gas and electric utility indus- 
tries are deeply indebted to you for the 
time and effort given to these problems. 
The industries are indebted to you for 
the manner in which you have worked 
with the various regulatory bodies on 
these matters. 

I have been familiar with the subject 
of depreciation longer perhaps than most 
of you here present. The Wisconsin 
Commission was created in 1907. It was 
one of the first two states to provide for 
thorough regulation of public utilities. 
Its jurisdiction extended over municipal 
as well as private plants. The Wisconsin 
Commission gave a great deal of time 
and study to this question of depreciation 
in the early years of its existence when 
I was with that commission. The work 
then done on this subject and the ideas 
then advanced bear a remarkable similar- 
ity to the thoughts and efforts in this 
matter at this time. 

Sometimes my feelings on this subject 
of depreciation are those of the poet 
Omar when he said: “Myself when 
young did eagerly frequent doctor and 
saint and heard great argument about 
it and about, but evermore came out by 
the same door wherein I went.” 

Speaking from my experience and ob- 
servations, I cannot help but feel that 
the amount of the allowance for accru- 
ing depreciation is dependent upon so 
many varied factors and influences and 
subject to such great changes as operat- 
ing conditions change that its determina- 
tion is a question for managerial 
judgment. That judgment, of course, 
should be based upon all available facts. 
Further, that judgment should be re- 
viewed at regular intervals. Manage- 
ment must take the responsibility that 
the allowance is adequate under all the 
circumstances. Management must take 
the responsibility to see to it that its 
judgment is explained and defended be- 
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fore the regulatory agencies. It cannot 
be bound by life tables or formulas. 

With respect to the determination of 
original cost, I will, of course, speak 
from the standpoint of its effect upon 
the values of the companies for rate mak- 
ing purposes and upon their rates. I say 
this because I am convinced that many, 
if not most, of those who have clamored 
for the determination of original cost 
have done so because of their desire to 
have original cost set up as the sole basis 
for the determination of value for rate 
making purposes. They are confident 
that in most instances original cost de- 
termined, as they think it should be 
determined, will be materially less than 
the cost of reproduction of the proper- 
ties and business of the utility. These 
same persons, in my opinion, would stand 
just as firmly for cost of reproduction 
as the basis for rate making if that were 
less than the original cost. 

Nevertheless, the duty has been put 
upon the utilities and it is your job to 
determine what the original cost of each 
utility may be. There is no need for 
me to enlarge upon the difficulties which 
are encountered in determining original 
cost in most instances. Neither is there 
any need for me, I believe, to emphasize 
the importance of seeing to it that the 
original. cost is determined as accurately 
as possible. 

I would like to say a few words, how- 
ever, with respect to the inadequacy of 
original cost determined in the manner 
in which you have been instructed to 
determine it. It should be perfectly ob- 
vious that the original cost of the utilities 
as they exist today is by no means meas- 
ured by the original cost of physical 
property only. There is also the cost, 
and it is a real cost, of obtaining the 
business. Physical property alone is of 
little or no value without attached busi- 
ness and attached earnings. Those earn- 
ings do not come without the expenditure 
of a great deal of time, effort and money. 
This cost must be considered as well as 
the cost of the physical property. 

In a great many instances the utilities 
of today are the result of mergers, con- 
solidations and the purchases of isolated 
properties and municipal plants. The 


properties thus acquired have been incor- 
porated into larger systems. They had 
to be fitted into the larger organization, 
Their records and their methods of do- 
ing business had to be revised in order 
to conform to the more efficient methods 
of the larger organizations. Rights of 
way had to be acquired and transmission 
lines had to be built in order to bring to 
the various communities the facilities of 
the greater system. Distribution systems 
in many instances had to be rebuilt to 
carry heavier loads and give better ser- 
vice. In many cases very material reduc- 
tions in rates to the customers were the 
result of such consolidations and _pur- 
chases. 

The determination of these costs of 
attaching the business and of unification 
may present difficulties but the difficulty 
of determining such costs cannot prevent 
the necessity of doing so to the best of 
our ability. 

All these and other things had to be 
done in order to have the present unified 
systems. This meant the expenditure of 
a great deal of time, effort and, money 
not reflected in the cost of the physical 
property. I am not now saying that a 
unified system is of greater value because 
of such unification. That is perfectly ob- 
vious. What I am saying is that to obtain 
such unified systems, costs had to be in- 
curred and they are an essential part of 
the cost of the property and the business. 

It is the hope and it is the purpose 
of most of those who favor original cost 
as the basis for rate making to establish 
original cost as the only element to be 
considered in establishing the value for 
rate making purposes. Our highest 
courts, at least so far, have stated that 
the value of rate making purposes shall 
be the value at the time the inquiry is 
made with respect to the rates. The 
courts have held that while original cost 
may be given consideration in arriving at 
such value, it is but one of the elements 
to be considered and to be given the 
weight in each instance which the cit 
cumstances may justify. 

I would like to call your attention, 
however, to a more practical aspect of 
this question of original cost as the basis 
for rates. Many electric utilities today 
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sll the greater part of their output to 
large industrial customers. This class of 
business is highly competitive. The util- 
ity must compete with other sources of 
power—coal, gas and oil. The cost of 
operating isolated plants must be met, 
giving due recognition, of course, to the 
added value of central station service. 
While the rates charged these larger 
industries must not be so low as to throw 
any burden on the smaller customers and 
while they must not be unjustly discrim- 
inatory they must, however, secure and 
hold this load to the end that volume 
of sales may be increased, load factor 
improved and unit costs reduced. 

Of what avail is it, however, for a 
commission to establish rates for this 
large competitive power business based 
on the original cost of the utility’s prop- 
erty if that original cost is greater per 
unit than the customer can build his own 
facilities. The commission has _ full 
power, of course, to establish a rate for 
such large users but it cannot compel 
them to buy from the utility. Argu- 
ments about original cost will I fear 
carry little if any weight with such 
customers. Their cost of production, in- 
cluding fixed charges, of course, must 
he met by the utilities in its rates for 
this business or the business is lost. The 
result would be higher operating ex- 
penses per unit and a greater burden 
upon the other classes of customers. Con- 
versely, if the cost to such customers of 
installing and operating their own plants 
is greater per unit than the cost of the 
utility plant and its operation, that fact 
should also be recognized in the rates 
made for this competitive business. 

Despite all the arguments about cost 
of reproduction, original cost, deprecia- 
tion, prudent investment and_ other 
theories and elements of valuation, one 
thing is certain. If the utility industry 
is to continue to live and grow, it will be 
because it will continue to furnish good 


service at fair and reasonable rates. It 


will consistently strive to broaden and 
increase its market, improve and extend 
its service and with full realization of 
the fact that the road to still lower rates 
and better public relations lies through 
sound rate policies, avoidance of unjust 
discrimination, increased sales, greater 
ficiency and lower unit costs. It must, 
however, resist to the utmost unjust at- 
tacks and unsound regulatory policies. 
This it owes to itself, to its investors 
and to the public it serves. 

So much with reference to the subject 
of depreciation and original costs, with 
which you are more concerned perhaps 
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at this time than with any other matters. 
May I say in passing, that these are sub- 
jects about which more people in the 
industry ought to be concerned and more 
deeply concerned than they are. 

For several years, as chairman of the 
Rate Research Committee of the Edison 
Electric Institute, I have felt very 
strongly that there ought to be greater 
coordination of the activities of the vari- 
ous committees of the Edison Electric 
Institute. I have felt that there was 
room for much closer cooperation in the 
work of these committees. I realized, 
however, that to promote this greater co- 
ordination and closer cooperation there 
would have to be a better understand- 
ing, each of the others’ problems and 
purposes. We were all seeking, of course, 
to promote the efficiency of the industry’s 
costs and service, but we were sometimes 
going along different roads and even 
sometimes pointed in different directions. 
I have felt, as the Quaker did in speak- 
ing to a friend about his neighbors. I 
have felt that the members of all the 
other committees, except the accounting 
committee, of course, were somewhat 
crazy and even thee were a little bit 
touched. We have at times been rather 
impatient with one another. 

Fortunately, it looks now as if we 
are going to secure this greater coordina- 
tion and closer cooperation. Your chair- 
man of the Accounting Committee, Mr. 
Bourne, the chairman of the Equipment 
Committee and the chairman of the 
Sales Committee, and myself sat down 
a few weeks ago and agreed that better 
coordination should be worked out and 
a better understanding reached of each 
other’s work and problems. We have 
laid out certain subjects for immediate 
consideration and have in mind others 
for consideration later. I made the sug- 
gestion that it would be a good thing 
for each committee at its annual meeting 
to invite representatives of the other 
committees to be present and listen, if 
not partaking in the discussions. Much 
good can come of this, I am sure. Per- 
sonally, it got me into a little trouble. 
Here I am before you now and I am 
going before the Equipment Committee 
in February and the Sales Committee in 
March, but if anything I can do will 
contribute towards this coordination and 
cooperation of the committees and con- 
tribute to the advancement of the indus- 
try, I shall be very glad. 

I know that many of the accountants 
sometimes think that the people who are 
responsible for the rates must be a little 
“cracked.” I have heard accountants ex- 
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press considerable impatience sometimes 
with a so-called “multiplicity” of rates. 
As accountants they are naturally and 
properly interested in simplification and 
uniformity and would like to see the 
rates much more simple than they are. 

On the other hand, those charged with 
the responsibility of promoting sales 
quite often think we who are responsible 
for rates have carried uniformity and 
simplicity too far. They want greater 
flexibility in the rate structure. They 
have competitive situations to meet. They 
have to deal with customers of many and 
varied characteristics. They insist, and 
properly so, that the customers cannot 
be made to fit their operations to our 
rates but that our rates must be made 
to fit the customers’ characteristics of 
operation. They point out that there 
are customers with decided seasonal char- 
acteristics who operate largely off the 
annual system peak. They want this 
characteristic reflected in the rate for 
this class of business and this is com- 
monly done. It is to the advantage of 
most of the utilities that such business 
be encouraged. 

The commercial man also points out 
that there are customers and classes of 
use where the demand occurs chiefly dur- 
ing the night or during other off peak 
hours. They point out that this class 
of business calls for little or no addi- 
tional investment. They want rates con- 
structed so as to encourage different 
classes of business and they are right. 

They point out a number of other 
situations where the characteristics of 
use are different. They also point out 
that conditions are constantly changing 
and that to keep abreast of the changing 
habits of the customers and changing 
industrial conditions, rate schedules must 
be flexible and not “muscle bound.” 
These things explain to some degree the 
variety of rates which some of you may 
have complained about at various times. 

There is still another explanation of 
some of the more complicated rate sys- 
tems you may have observed. In large 
part the companies of today are the re- 
sult of mergers and consolidations and 
purchases of utilities, each generally with 
its own set of rate schedules. Obviously, 
when such mergers or consolidations take 
place it is not good sense to do violence 
to existing earnings or to increase the 
bills paid by the customers by immedi- 
ately eliminating all of the rates of the 
acquired ccmpanies and _ substituting 
those of the consolidating company. By 
further mergers and consolidations, these 
conditions build up. They are difficult 
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to correct. Either the installation of a 
uniform rate system throughout the ter- 
ritory means a very large reduction in 
revenue or material increases in the bills 
to many thousands of customers. Since 
practically all of the utilities today are 
under state regulation, such changes are 
always subject to the approval of the 
various Commissions, and that takes time. 

Nevertheless a great deal has been 
accomplished with respect to uniformity. 
| have in mind one company which has 
reduced in ten years the number of its 
schedules over 900 to 36. 


Patience is a great virtue in such under- 


rate from 
takings. Also let me call your attention 
to the fact that in most instances the 
complexity of the rate structure is not 
as great as it appears. Even in the case 
of the company | have just referred to, 
the fact remains that of the 36 rates, 
94 per cent of its customers are served 
under but four rates, the others being re- 
quired for customers with such charac- 
teristics of use as | have mentioned. 

It is sound rate making and good busi- 
ness to recognize the fact that from the 
standpoint of both the customer and the 
industry, rates may sometimes be worked 
out on the additional or increment cos! 
basis. In doing this management recog- 
nizes_ that of 
reduces unit costs and is a benefit to both 
the customers and the investors. At the 
same time, it must be remembered that 
the increment or additional cost basis of 
rate making is one which must be used 
with great care. It 
sword that may swing around and cut 
your own legs off. 

When the development of the business 
reaches that point where plants and sys- 
tems are becoming quite fully loaded and 
large increased investments are becoming 
necessary, then is the time when the 
additional costs basis must be used with 
great discretion. “Too much attention is 
paid sometimes to operating expenses in 
the determination of increment costs. 
Not enough attention is paid to the in- 
creased investments which will be made 
necessary by the additional business thus 
secured. Operating expenses and taxes 
are not static and there seems to be no 
hope that they will become so, at least 
not from present indications. Sometimes 
the increment cost basis is used with too 


increased volume sales 


is a two-edged 


much hope and faith as to future operat- 
ing expenses, taxes and fixed charges. 
The electric utilities have gone into the 
cooking and water heating business on a 
large scale in the last decade in competi- 
tion with other fuels. The very marked 
reductions in residential rates which have 
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been made during the same period have 
helped a great deal to develop an in- 
creased volume of business of this charac- 
ter. What 
is that this 
bring with 


needs to be guarded against 
additional business does not 
it such material increases in 
made necessary to serve it, 
that it will prove to be carried at a loss 
rather than at a profit. 

It is clear that rate making involves 
a thorough analysis and understanding 
of the costs of operation. It is, of course, 
impracticable to make rates for indi- 
vidual customers. That leads to chaos 
The of the 


be classified are so 


investment 


confusion. 
must 


and 
utilities 


customers 
and 
classified for the purpose of establishing 
and applying rates. Accuracy must be 
sacrificed to convenience of classification. 
Public policy, for example, has dictated 
that the distance from the producing 
plant may not be a factor in establishing 
the rates for the customers served by a 
given company. This is true even though 
it may be shown that distance from the 
producing plant does affect the cost of 
serving a large proportion of the com- 
pany’s customers. 

Within the limits of the well defined 
classes of customers there exist very wide 
differences in the characteristics of the 
of the service. A very large pro- 
portion of domestic customers use elec- 
tricity only for lighting and small appli- 


use 


gas for cooking and water 
heating, and use but small quantities. 
On the other hand, there is a growing 


ances and 


proportion of domestic customers who 
use electricity not only for lighting, 
small appliances and refrigeration but 
for cooking and the heating of 


water ; likewise an increasing proportion 


also 


of gas customers who are using gas for 
space heating purposes. 

In the commercial field there are also 
very wide differences in quantity used 
and in the characteristics of use. Among 
industrial users the variations are tre- 
mendous, running from customers using 
but small quantities to great factories 
whose annual bills for gas or electricity 
run into hundreds of thousands of 
dollars. 

There are also very marked differences 
in the characteristics of use of both gas 
and electricity, such as seasonal use, re- 
stricted use and differences in load factor. 
Obviously, a 


recognize these variations in the 


successful rate structure 
must 
characteristics of use by the customer. 
Successful rate structures do recognize 
these variations by rate schedules in 
which the prices may decrease as quan- 


tity used increases or in prices which 
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vary with load factor or in other ways, 
Competition of other sources of power 
or heat is a factor which must be recog- 
nized, particularly in the supply of gas 
or electricity to the larger industrial 
This requires knowledge of the 
cost of such competitive supplies. 

It is clear that a utility serving many 
thousands of customers with these wide 
differences in characteristics of use and 
spread in many cases over thousands of 
square miles of territory and hundreds 
of communities cannot determine with 
exactness the cost of serving any cus- 
tomers in any particular area or of serv- 
ing any particular class of customers. 
The greater part of the operating ex- 
penses and fixed charges are common to 
all classes of customers in the entire area 
served. 

In the case of the larger electric utili- 
ties it is seldom that the electricity sup- 
plied is produced in one _ generating 
plant. Usually the supply is generated 
in a number of plants located in various 


users. 


parts of the area served or even located 
outside of the territory served by the 
company. There is often a combination 
of both steam and hydro generation. 
There are extensive transmission 
tems. In such situations public policy as 
expressed by the state regulatory com- 
often dictated that 
such large areas the rates for the various 
classes of customers shall be uniform. 
These some of the difficulties 
which confront anyone who attempts to 
determine the cost of serving any partic- 
ular class or group of customers or any 
particular part of the area served. The 
determination of such costs requires ap- 
portionments and allocations of common 
expenses. ‘There have been and there 
will be marked differences of opinion 
among cost analysts as to the proper 
bases for such apportionments. At the 
same time, while it must be admitted 
that such cost studies are difficult and 
subject to differences of opinion, never- 
theless such cost studies made with care 
and with judgment cannot help but con- 
stitute a valuable guide in rate making. 
Other factors than cost may exert con- 
trolling influence in some _ situations. 
That is true. Nevertheless, costs cannot 
be ignored or given but slight considera- 
If costs are to be departed from 
in the making of particular rates, there 
must be present some reason for such 
departure which has more force than 


sys- 


missions has over 


are 


tion. 


the facts as to the cost fairly and prop- 
erly presented. 
From a long experience in rate cases 


(Continued on page 587) 
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UNCTIONAL accounting as a 

system is new and is used, to my 

knowledge, by very few utility 
companies. The principles which under- 
lie it have always been the basis for the 
operation of utility properties and are as 
old as the utility industry itself. 

Functional accounting can be defined 
as a system under which the field organ- 
ization reports its activities to the ac- 
counting department by use of prede- 
termined standard descriptions of such 
activities, without attempting to deter- 
mine the account to which the activity is 
chargeable under the uniform systems of 
accounts. Under this method of field 
reporting, the accounting department is 
solely responsible for grouping the costs 
of the activities to meet the definitions 
and classifications of the systems of ac- 
counts prescribed by the regulatory au- 
thorities as well as of those required for 
general and internal corporate account- 
ing purposes. 

This definition of what functional ac- 
counting is does not convey in any man 
ner its advantages compared to a 
customary accounting system. The name 
has also been criticized as not being de- 
scriptive of the system. To fully under- 
stand the system and the benefits to bz 
secured from it, it is best to describe the 
conditions that prompted the design of 
the system. 


The accounting requirements of a util- 
ity have generally, in my 
been looked upon by. the operating or- 
ganization as an unproductive burden on 


experience, 


the enterprise; that is, a cost imposed 
upon the utility because of regulatory 
requirements or because of responsibil- 
ity to stockholders and the public. Ac- 
counting is the device that reduces all 
activities of a corporation to a common 
denominator of “dollars’—and the ma- 





there 
such 
than 
prop- 











jority of the reports for other than man- 
agement purposes require that the util- 
ities’ activities be reduced to dollars in 
brder to permit comparisons and sum- 





s§maries which cannot be readily made in 


terms of physical quantities. Although 
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accounting has been chosen as the prin- 
cipal means for reporting to outsiders on 
the utilities’ business, its primary func- 
tion is and should be to furnish adequate 
and pertinent information to the man- 
agement necessary for the intelligent and 
efficient operation of the business. How- 
ever, demands for reports for external 
purposes have been so great in the last 
decade that utility accounting effort has 
been directed largely to meet these re- 
quirements. 


Most accounting systems are designed 
so that all expenditures are classified by 
accounts by the field organizations. The 
ever increasing refinements in account- 
ing have therefore borne heavily on the 
field organization. That organization 
had to comply with the increasing ac- 
counting demands; there appeared to be 
no appeal. Accounting more than ever 
thus became a burden by dictation rather 
than a burden for benefit. 

It is fundamental to any business that 
the various departments are created by 
combining like or related activities under 
the supervision of department heads and 
executive officers best qualified for spe- 
cific responsibilities. At times these con- 
siderations are reversed in that depart- 
ments are very often organized around 
the particular qualifications of the re- 
sponsible department head or executive. 
In either case accounting reports for 
management purposes should be prepared 
setting out the results of operation for 
each department for the information of 
the department head and his superiors. 

Now the first responsibility of ac 
counting is to the business itself, all 
other demands notwithstanding. Upon 
this principle rested the conception of 
functional accounting. 

Functional accounting is a system of 
accounting designed to serve the busi 
ness. It is based upon securing reports 
of the activities performed in the field 
which the management and the operating 
personnel consider necessary for the effi- 
cient management of the business. In 
general, the operating department heads 
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Functional Accounting and Simplification 


of Internal Reports 


An address before the Fourth National Accounting Conference, AGA-EEI, 


determine the information they 
want and need to operate their depart- 
ments or divisions irrespective of any 
theoretical accounting requirements for 
other purposes. These activities are then 
examined from the accounting viewpoint 
to see in what respect they do not fur- 
nish the basic data necessary to compile 
the reports required for stockholders, 
registration statements and other regula- 
tory and tax purposes. The data pre- 
pared to meet the requirements of the 
operating departments are in practically 
all sufficient information from 
which all accounting reports can be pro- 
duced, and be produced with a greater 
proof of underlying facts, and at a lower 
cost for accounting than under the uni- 
form accounting system. The benefit of 
the functional accounting system to the 
field, therefore, is that the subject mat- 
ter and extent of detailed reporting by 
the field is placed almost entirely under 
the control of the field personnel super- 
visors who are in direct charge of, and 
therefore accountable the manage- 


first 


cases 


to, 
ment for field operations. 


A report to each department head is 
provided by the accounting department, 
which shows a listing of the standard- 
ized activities of each department, to- 
gether with the costs of each activity and 
the total of such costs for all of the de- 
partmental Such a 
should also show an analysis by setting 


activities. report 
forth the principal charges, such as the 
amount of payroll and number of hours 
worked, material transportation 
costs, etc., and, where applicable, the 
number of standard operations _ per- 
This report should also show 
the comparable budget estimate for each 
departmental activity and the accumu- 
lated cost and total budget to date for 
the year. Thus, the department head 
would receive a complete statement of 
the costs for which he is responsible and 
a comprehensive analysis thereof, from 
which he can make all the inquiries of 
his men which he deems necessary as to 
the conditions and circumstances which 


costs, 


formed. 
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resulted in such costs. He thus has all 
data required to judge or measure the 
efficiency of his department and his per- 
sonnel to serve as a basis to outline any 
changes which he deems necessary. 
Therefore, the classification of costs by 
accounts is not necessary and is not fur- 
nished to him. 

The next step in management or or- 
ganization responsibility is the officer or 
individual in charge of several depart- 
ments or divisions. A report is made to 
him of the total cost and previously ap- 
proved budget allowances for each de- 
partment under his supervision. This 
report provides such an officer with a 
direct means of appraising the effective- 
ness of each of the department heads who 
report to him. 


The next step in organization responsi- 
bility is the chief executive officer and 
the board of directors who are furnished 
reports showing the total costs and pre- 
viously approved budget allowances of 
the operations under each officer of the 
utility. This concludes the reports for 
management purposes. It will be noted 
that at each step in organization respon- 
sibility reports are furnished showing the 
costs and data necessary to measure the 
effectiveness of the supervision at that 
point. These reports are free from ac- 
counting theory and allocations which 
dominate reports for other purposes. 

Having thus determined an account- 
ing system and a method of renorting 
which meet the needs of good manage- 
ment, we can next review the effect of 
this system on the accounting procedures 
and the reports prepared therefrom for 
external purposes. 

Accounting procedures must first be 
adjusted to accumulate costs by depart- 
mental and divisional activities from 
which the field and management reports 
are prepared instead of by the customary 
uniform system of account classification. 
Utilities have considerably expanded 
their accounts by the use of subaccounts 
in order to furnish information for man- 
agement purposes. In addition, it was 
necessary to analyze the costs thus ac- 
cumulated to explain them to the super- 
visory and executive personnel. Concur- 
rent analyses and records also were often 
maintained in the operating departments 
to meet inquiries made by the depart- 
ment heads. The functional accounting 
system eliminates all expenditures for 
such effort by reporting all costs, for 
managerial purposes, on a basis which 
shows the work performed and who is 
responsible for it. 


EDISON ELECTRIC INSTITUTE BULLETIN 





Under the customary accounting sys- 
tem, it is also necessary to maintain per- 
sonnel in the accounting department 
proper, and in the operating departments 
to assign or review the account classifi- 
cation of the field activities; this work 
was performed on a piecemeal basis by 
reviewing the labor, material, transpor- 
tation, and other cost tickets daily as 
they were prepared. Inasmuch as the 
functional accounting system summar- 
izes costs by the field activities, standing 
authorized distributions may: be issued 
for each departmental activity, thus elim- 
inating practically all effort previously 
spent to review and assign accounting 
distribution. 

The present customary practice of ac- 
cumulating costs by accounts and sub- 
accounts also requires the recapitulation 
of labor, material, transportation and 
other costs on work sheets. Under a 
properly installed procedure in the func- 
tional accounting system, such accumula- 
tions are made in a methodical manner, 
by the accumulation of these costs by 
field activities and distributing the total 
cost of each activity to its proper ac- 
count. Therefore, even though an ac- 
cumulation of costs by field activities 
results in a greater number of cost segre- 
gations than the number of accounts and 
subaccounts previously maintained, the 
actual posting effort is reduced, with the 
added advantage that a properly in- 
stalled functional accounting system will 
permit such posting to be performed 
throughout the month, thereby reducing 
the peak in the work required at the 
close of the month. This advantage in 
turn permits the earlier preparation of 
reports to management. 


Under the uniform accounting system 
the classification of costs, the accumula- 
tion of costs, and the analysis thereof are 
a joint responsibility, indefinitely de- 
fined, of both the operating and account- 
ing departments which is performed on a 
piecemeal basis and, in certain cases, 
often results in duplication of effort. 
When all accounting work is performed 
in the accounting department as is re- 
quired under the functional accounting 
system, the operating departments are 
freed .of their accounting duties to pur- 
sue their primary functions. A part of 
such work removed from the field organ- 
ization would be entirely unnecessary 
and therefore eliminated, but the ac- 
counting department would be required 
to perform work comparable to the anal- 
yses of costs previously performed by 
field personnel but not by the same meth- 
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ods thus increasing its volume of repeti- 
tive activities. This, however, permits a 
greater use of routinized procedures with 
their attendant economies. 

The foregoing indicates the effect up- 
on the accounting procedures in order to 
prepare reports to the management not 
effectively produced under present sys- 
tems. The next consideration is whether 
procedures thus changed are capable of 
meeting the requirements of the reports 
for external purposes, such as reports to 
stockholders, $.E.C., public service com- 
missions and other regulatory or public 
agencies. 


The functional accounting system per- 
mits and places the responsibility for the 
preparation of such “form fitting’’ re- 
ports in the accounting department 
where they can be prepared from the 
field activity data according to the indi- 
vidual requirements of each particular 
report. Practically every utility has at 
least four basic sources of instruction or 
requirements to observe besides the re- 
quirements of management; they are: 
The State Uniform System of Accounts, 
The Federal Uniform System of Ac- 
counts, The Securities and Exchange 
Commission Regulation SX Covering 
Form and Content of Financial State- 
ments, and The Internal Revenue De- 
partment Instructions for Income Tax 
Reporting. However, there is no reason 
why one instruction book or one set of 
these accounting requirements should 
dominate the accounting procedures and 
reporting unless the results obtained 
serve all accounting purposes. The only 
accounting system which provides data 
from which all reports can be prepared, 
however, is the system which first meets 
managerial requirements. That is not 
dificult to explain. It is because man- 
agement reports are all directed towards 
the accumulation of costs to show what 
an expenditure was made for and who 
was responsible for having made it 
which is basic to the classifications in all 
external reports. All reports for external 
purposes represent a tabulation of costs 
on the basis of a classification pertinent 
to the purpose of the report, which is 
designed to fit all utilities. 

The prescribed classifications of costs 
in the various instruction books are de- 
fined by a statistical grouping of expen- 
ditures according to the purpose of 
expenditures irrespective of the depart- 
ments responsible for the work. Depart- 
mental organization lines of each utility 
could not be observed in any classifica- 
tion which is designed to fit all utilities 
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because there probably are no two util- 
ities which have identical managerial 
organizations. 

As changes occurred in these instruc- 
tion books, it has been customary’ under 
the present accounting systems, for the 
accounting department to relay such 
changes to the field organization so that 
it could make the changes effective in 
reporting field activities by classified ac- 
counts. These changes in accounting 
classification should not be relayed to 
the field if full information on field ac- 
tivities is reported. If the field reports 
the nature and purpose of expenditures 
incurred in operation, changes in class- 
ification become entirely an accounting 
matter which can be readily made by the 
accounting department. 

It should be noted here that the chiet 
accounting officers have complete control 
of cost distribution for all external re- 
port purposes, whereas under the uni- 
form accounting systems the responsibil- 
ity for the distribution of costs was di- 
vided among a number of employees who 
reviewed as reported the classification of 
charges on a piecemeal basis¢as the labor 
and material tickets and similar advices 
were received from or prepared in the 
field. This personnel in most instances 
could not undertake to keep themselves 
informed on the rapid changes in ac- 
counting definitions and classifications. 
The control of distribution by the chief 
accounting officers under the functional 
accounting system provides a rigid con- 
trol over cost distribution with conse- 
quent uniform application thereof. It 
also provides the means through which 
the distribution of costs on the books can 
be readily changed to new and improved 
interpretations and definitions as they 
are issued and become accepted practice. 
This is accomplished by maintaining an 
operating ledger by accounts to which 
the aggregate cost of each departmental 
or divisional activity is posted and accu- 
mulated according to a standing distri- 
bution authorization furnished by the 
chief accounting officers which is modi- 
fied when changes in classification be- 
come necessary. 


If the account or accounts to which 
certain field activities are being charged 
must be changed, the chief accounting 
officer merely approves a change in the 
distribution previously authorized and 
such activities are thereby charged to 
the new accounts. The field and the 
portion of the accounting organization 
not concerned with external reports need 
not be apprised of these changes. Such 


EDISON ELECTRIC INSTITUTE BULLETIN 





changes in classification become effective 
instantly, to the full satisfaction of the 
interested parties and the burden of mak- 
ing such a change is not on the operating 
organization and is only slightly more 
than nominal on the accounting organ- 
ization. The same principle applies to 
reports for S.E.C., for taxes or any other 
purpose. The chief accounting officer 
can readily determine the data required 
for such reports and can prepare the re- 
ports with full knowledge as to what 
the costs represent. Consequently, the 
functional accounting system not only 
permits reports for external purposes to 
be readily prepared, but it permits their 
preparation without burden on the field 
organization and with a greater under- 
standing of the data included in such 
reports on the part of the chief account- 
ing officer. 


‘The operation of the utility’s budget 
system is inherently interwoven with the 
accounting for actual performance. | 
have found that the customary account- 
ing procedures often result in confusing 
the departmental responsibility for oper- 
ating budgets rather than localizing the 
costs to the individuals responsible for 
the work. Functional accounting reports 
which strictly observe departmental 
lines avoid the confusion caused by the 
distribution of departmental costs to the 
same classified accounts. This improve- 
ment is an important simplification of 
the budget system which materially aids 
its effectiveness. 

I have explained why the functional 
accounting system not only provides ade- 
quate reports to management but also 
provides the means of improving the 
control over the data included in reports 
for external purposes. All these reports 
are, of course, consistently prepared. 

At this point it would not be amiss to 
mention the contribution of the func- 
tional accounting system to utilities hav- 
ing a common ownership. The parent 
company or companies, in such instances, 
require uniform reports on the subsidi- 
aries’ operations. Ordinarily such re- 
ports are, and should be, prepared on 
the basis of account classification. How- 
ever, the parent corporations are also 
interested and concerned with the effec- 
tiveness of divisional and departmental 
management supervision. In most cases 
the results of operation prepared upon 
the basis of the uniform account classifi- 
cation do not furnish conclusive or def- 
inite data with respect to departmental 
or divisional management of the busi- 
ness. The reports to management pre- 
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pared under the functional accounting 
system provide the means through which 
the operating reports prepared on an ac- 
count basis can be related to the organ- 
ization and personnel of the individual 
companies. 

I have tried to explain in general 
terms the conditions which prompted the 
design of the so-called functional ac- 
counting system and the advantages of 
such a system. Inasmuch as the func- 
tional system of accounting is based on 
the individual adaptation of the ac- 
counting system to the operating require- 
ments of the particular utility, no 
standardized procedure covering its in- 
stallation can be prescribed. Therefore, 
as a prerequisite to a study covering the 
installation of such a system, an organ- 
ization chart should be prepared clearly 
setting forth and defining the limits of 
each officer’s and each department’s or 
division’s responsibilities and authority. 
A general survey should also be made 
of the accounting procedures presently 
being followed. Flow-charts should be 
prepared showing the present bookkeep- 
ing processes. Each of the main opera- 
tions performed and the methods used 
in performing them, that is whether 
manual or machine operations are used, 
should be briefly described. The func- 
tional accounting system is not restricted 
by any of these considerations but a full 
knowledge of present procedures is re- 
quired in order to avoid unnecessary 
changes and confusion. 


This approach eliminates changes in 
routines which do not materially con- 
tribute to the main objective of the sys- 
tem. On the other hand, such a study 
furnishes the basis for the outline of the 
changes required which will result. in 
simplification and, in some cases, the 
elimination of unnecessary steps. 

Small companies should be very care- 
ful in adopting a functional accounting 
system. They ordinarily lack the basic 
needs for such a system, because of the 
relatively close contact between the man- 
agement and field personnel which often 
times is combined in a joint responsibil- 
ity, and further because accounting 
duties must often be combined with 
operating duties for efficient operation. 
Material improvements through simpli- 
fication and elimination of unnecessary 
work can probably be achieved in indi- 
vidual cases by adopting the principles 
but not necessarily the procedures of a 
functional accounting system. With this 
explanatory background, the following 
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PRIZES AND AWARDS 


to be administered by the 
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and awarded in 1941 


Prizes to Individuals 
For Papers on Subjects Relating to the Electric Light and Power Industry 





FORBES PRIZE ........ Public Relations 


A cash award of $250 donated by Mr. B. C. Forbes, Editor, Forbes 


McGRAW PRIZES ........ . Engineering 


Cash prizes of $250, $150 and $100 donated by Mr. James H. McGraw, 
Honorary Chairman, McGraw-Hill Publishing Company, are offered for 
the three most meritorious papers submitted on any Engineering or 
Technical subject relating to the Electric Light and Power Industry. 


Vagazine, is offered for the most meritorious paper dealing with the 
subject of Public Relations in the Electric Light and Power Industry. 





RULES AND CONDITIONS OF CONTESTS FOR ABOVE PRIZES TO INDIVIDUALS 


Any person employed by an electric light and power length, and pen-and-ink drawings or photographs position and home address. One paper may not be 
company is eligible to enter the competition. No per- suitable for reproduction may be included. Papers submitted for more than one prize. 





son is eligible to win two years in succession the identical 
prize or lower prize of the same award, but is eligible for 
a higher prize of that award. Papers must be the 
original work of the author or authors, prepared exclu- 
sively for this competition. Papers may be of any 


should be typewritten on one side only. 

The first page of the manuscript must give the following 
information: the name of the prize for which the paper 
is submitted, title of paper, name of author, name and 
address of employing company, title or character of 


Papers not receiving awards will, upon request, be re- 
turned to contestants after the awards have been 
announced at the 1941 Convention of the Institute. 
Prize winning papers will be available for inspection at 
the general offices of the Institute. 


Papers for above prises must be forwarded, in duplicate, by March 1, 1941 








Awards to Individuals 


For Accomplishments or Acts as Specified 








R. B. MARSHALL AWARD 
Electric Range Salesmanship 


A cash award of $500, donated by Mr. R. B. Marshall, President, Electromaster, In- 
corporated, is offered in five prizes of $100 each to the public utility company 
representatives in five classifications, according to the number of customers served 
by the companies, who sell, lease or rent during the calendar year 1940 the greatest 
number of individual domestic electric ranges of a rated capacity of five kilowatts or 
more. 


CLAUDE L. MATTHEWS AWARDS 
For Valor 


For acts of devotion to duty by public utility company employees wherein out- 
standing courage has been shown in efforts to maintain important electric service or 
to restore service in the shortest possible time, three cash awards of $150 each are 
offered for the year 1940 by Mr. Claude L. Matthews, Vice President, W. N. Mat- 
thews Corporation. A citation and an appropriate lapel decoration will accompany 
each cash award. Recommendation for the award must be submitted by the President 
or acting executive head of the company in which the person recommended is or was 
employed, and it is urged that such recommendation be submitted azA&oon as con- 
venient after occurrence of the act of valor. 
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OMCrTea TOF the year i7aVv DY Wir. Ulaude LL. Wiattnews, Vice Fresident, W. IN. Mat- py: 
thews Corporation. A citation and an appropriate lapel decoration will accompany 
each cash award. Recommendation for the award must be submitted by the President 
or acting executive head of the company in which the person recommended is or was 
employed, and it is urged that such recommendation be submitted asA&oon as con- 


representatives in five classifications, according to the number of customers served 
by the companies, who sell, lease or rent during the calendar year 1940 the greatest 
number of individual domestic electric ranges of a rated capacity of five kilowatts or 





more. venient after occurrence of the act of valor. 
Statements substantiating entries for above awards must be forwarded, Marshall award and the Claude L. Matthews awards should be obtained from 
in duplicate, by March 1, 1941. Complete details concerning the R. B. the Secretary, Edison Electric Institute, 420 Lexington Ave., New York, N.Y. 
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Awards to Companies and Individuals 


For Accomplishments in Specified Activities 


CHARLES A. COFFIN AWARD AUGUSTUS D. CURTIS AWARD 


Advancement in Operation and Plant Lighting of Commercial Buildings 





A gold medal, known as the Charles A. Coffin Medal, donated by General Electric 
Company, is offered for the year 1940 to the public utility operating company, 
within the United States, which has achieved the greatest advancement in its opera- 
tions and physical plant, thereby making a distinguished contribution to the develop- 
ment of electric light and power for the convenience of the public and the benefit of 
the industry. The company awarded the medal will also receive $1,000 for its 
employees’ benefit or similar fund. 


GEORGE A. HUGHES AWARD 
Domestic Electric Cooking Load 


Three prizes are offered by Mr. George A. Hughes, Chairman, Edison General Electric 
Appliance Company, Inc., for distinguished contributions made during 1940 by public 
utility operating companies within the United States to the development of the market 
for electric ranges through direct or cooperative promotion or selling, or both. First 

rize: to the company, a trophy; to the individual or individuals responsible, $500. 
Second prize: to the company, a certificate of recognition; to the individual or in- 
dividuals responsible, $300. Third prize: to the company, a certificate of recognition; 
to the individual or individuals responsible, $200. 


Certificates and cash prizes, donated by Messrs. Darwin Curtis and Kenneth Curtis 
of Curtis Lighting, Incorporated, in memory of Augustus D. Curtis, are offered for 
distinguished contributions by public utility operating companies toward the ad- 
vancement of higher levels of illumination in the interiors of commercial buildings dur- 
ing the twelve months ending March 1, 1941. First prize: a certificate to the winning 
company and $200 to the individual responsible for the achievement. Second prize: 
a certificate to the company and $100 to the individual responsible. Third prize: 
$50 to the individual responsible for the achievement. Fourth prize: $25 to the 
individual responsible for the achievement. ° 


THOMAS W. MARTIN AWARD 
Rural Electrification 


A bronze plaque is offered by Mr. Thomas W. Martin, President, Alabama Power Com- 
pany, to the public utility operating company within the United States which during 
the year 1940 has shown the greatest contribution to agricultural advancement within 
the company’s territory through promotion of uses of electricity, development of 
rural load, cooperation with other agencies, extension of rural lines, organization and 
planning for development of rural electrification. 


LAURA McCALL AWARD 


Achievements of Home Service Departments 


An engraved plaque, two illuminated parchments and a total of $175 in cash, donated 
by McCall’s Magazine in memory of Laura McCall, are offered for outstanding achieve- 
ments by the Home Service departments of operating public utility companies in the 
advancement of electrical living in the home through the promotion of electrical 
appliances and home lighting equipment. Companies winning first, second and third 
prizes will receive, respectively, the plaque and the parchments; the Home Service 
Directors or the directing heads of the Home Service departments reporting the 
achievements will receive the three cash prizes, which are $100, $50 and $25. The 
contest period is the calendar year 1940. 
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Presentations of accomplishments must be forwarded by April 1, 1941. Elaborate and costly exhibits are unnecessary. Complete details for 





Only the achievements of companies which compete for the awards 
will be considered by the judges. The merit of the enterprise presented 
in the papers or exhibits will be the prime factor in determining awards, 
without regard to the size of competing companies. 


the Charles A. Coffin Award, the Augustus D. Curtis Award, the George 
A. Hughes Award, the Laura McCall Award, and the Thomas W. Martin 
Award should be obtained from the Secretary, Edison Electric Institute, 
420 Lexington Ave., New York, N. Y. 








Papers and Exhibits for 1941 prizes should be addressed to the Secretary, Edison Electric Institute, 
420 Lexington Avenue, New York, N. Y. Winners will be announced and prizes awarded at the 
1941 Convention of the Edison Electric Institute 


PRIZE AWARDS COMMITTEE: Charles W. Kellogg, James E. Davidson, H. P. Liversidge, Chairman, Lewis B. Beatty, Secretary 
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are the general steps in the installation 
of a functional accounting system. 

First, compile clear definitions of the 
responsibilities of each department and 
officer of the utility. 

Second, determine the accounting an- 
alysis and cost classification work per- 
formed by (1) Field operating person- 
nel, (2) Field accounting personnel and 
(3) The accounting department and, of 
course, secure samples of the analyses 
thus made as indicative of the data the 
operating departments search for in or- 
der to. perform their functions. 

Third, determine the field activities 
which each department performs in the 
discharge of its responsibility. This step 
will be found to be the most difficult be- 
cause the field has become so accustomed 
to indicating the classification or distri- 
bution of costs that the data furnished 
on activities or functions performed will 
be generalized and indefinite. The de- 
scriptions of such functions should be di- 
rect and specific. The following descrip- 
tions will serve as illustrative examples: 

(1) Pulling slack from primary and sec- 
ondary conductors. 

(2) Trimming trees to clear existing lines. 

(3) Pumping manholes to perform routine 
annual inspection. 

(4) Annual overhauling of generators. 

(5) Replacing isolated and _ individual 
cross-arms, anchors, guys, pole steps and pole 
numbers on poles in service. : 

(6) Repainting of boiler plant equipment. 

(7) Patrolling distribution lines. 

(8) Replacing gas main of two lengths or 
less, 

(9) Inspection of customers’ premises to 
locate gas leaks. 

(10) Thawing frozen gas mains or ser- 
vices. 

Whatever explanations are secured, 
they should be definite and unqualified. 
Illustrative descriptions should be kept 
at a minimum. The vernacular of the 
field should be used. 


After these departmental functions are 
ascertained, they should be reviewed by 
the department head to determine the 
extent that he ‘may need a segregation 
or combination of costs by functions to 
properly control and report on his re- 
sponsibilities. He should be advised that 
for whatever segregations or combina- 
tions he chooses, he must also prepare 
budget estimates. The department head 
does not need to consider classification of 
costs at all. 

The Fourth step is to review the ac- 
tivities designated by each department to 
determine that no combinations of activ- 
ities have been made which unnecessar- 
ily complicate accounting and which the 
departmental organization would readily 
admit could be easily segregated without 
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adding to its burden. Many combina- 
tions will be necessary that cannot be 
eliminated, such as supervision and jan- 
itor work performed for both mainte- 
nance and operation activities, or for 
more than one utility or for more than 
one office. The reporting of such activ- 
ities cannot, under ordinary circum- 
stances, be segregated in the field to meet 
classification requirements except on an 
arbitrary basis. It is more advisable to 
make allocations of these costs in the 
accounting department based on periodic 
studies of field conditions. 


The Fifth step is to prepare instruc- 
tions for the field organization, giving 
them a standardized list of these field 
activities, described explicitly, as a basis 
of reporting their work to the accounting 
department. The field organization un- 
der this plan would not receive copies of 
any accounting instruction books issued 
by regulatory agencies. The depart- 
mental instructions would be limited to 
activities performed by each particular 
department. In order to establish a 
quick and convenient means of describ- 
ing the activity performed, it has been 
found desirable to codify the activity so 
that only a number is required to indi- 
cate the specific work performed. This 
codification or numbering system should 
indicate the responsible division or de- 
partment as well as the activity so that 
it can also serve as a vehicle for ac- 
counting accumulation. 

Whether these departmental activities 
are printed on the original reporting in- 
strument (such as the labor ticket) and 
merely checked by the field organization, 
or whether the field is furnished with a 
list of prenumbered activities to report 
work done is immaterial if all other re- 
quirements are met. Experience, how- 
ever, has indicated that the latter method 
is more flexible. 

The Sixth step is to rearrange and re- 
design the accounting processes through 


-which costs are accumulated. This con- 


sists primarily of accumulating costs by 
departmental activities in the first in- 
stance as a basis of cost distribution for 
both operating and general ledger pur- 
poses. The operating ledger is prepared 
from the total costs for each activity dis- 
tributed to the accounts on the basis of 
a standing distribution or classification 
authority issued by the chief accounting 
officer. The accumulation of costs by de- 
partmental activities is the source of the 
management and field reports and analy- 
ses thereof. 

The last step is the design of manage- 
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ment and field reports and the designing 
of reports to meet external purposes. 
Forms for the latter purposes are pri- 
marily prescribed in the instructions 
thereon. Subaccounts and similar detail 
ordinarily added to accounts to supply 
the needs of the management can be en- 
tirely eliminated because separate reports 
for this purpose are prepared which in- 
clude these data. It will be found that 
the size and volume of these revised re- 
ports will be only a fraction of the previ- 
ously compiled management data and 
much more informative. 


In conclusion I wish to state that a 
properly installed Functional System of 
Accounting will result in numerous ben- 
efits as compared to the present account- 
ing systems based upon account classifi- 
cations. The Uniform Accounting 
Systems abridge the description of what 
work was done and who was responsible 
for the work in favor of a record which 
classifies activities according to their re- 
lationship to the plant. For instance, the 
title “Maintenance of Overhead Con- 
ductors” is not indicative of what was 
done or who was responsible for doing 
it; it merely indicates a cost was ex- 
pended on that particular type of plant. 
For management purposes, this system 
required a translation of costs back to 
their point of origination. This objective 
is inherent in the Functional Account- 
ing System which creates a basic record 
of what was done and who was respon- 
sible for it. 


Accounting Eugenics 
(Continued from page 557) 

Consistent and uniform application of 
the prudent investment idea, although 
fraught with economic danger and not 
economically workable in an unstable 
economy, would at least not be unfair. 

Injustice is still injustice; unfairness 
and unethical conduct are still injustice, 
unfairness and unethical conduct, even 
if covered by the mantle of regulation. 

Perhaps our courts or legislatures may 
be relied upon to protect the investing 
public who had the right to rely upon 
what was the law of the land in making 
their commitments. Some of you know 
that on previous occasions, I have re- 
ferred to that great philosophical work 
known as Alice in Wonderland. And 
what can be more appropriate than to 
close this address with a quotation from 


that valuable source of inspiration? 
“But Alice couldn’t help thinking to her- 
self, ‘What dreadful nonsense we are talk- 
ing!’ 
‘Tut, tut, child,’ said the Duchess. ‘Every- 


, 9 


thing’s got a moral if only you can find it’. 
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Regulatory Aspects of Depreciation 


By Hon. Nelson Lee Smith 


Chairman, Depreciation Committee, National Association of Railroad and Utilities 
Commissioners, and Chairman, Public Service Commission of New Hampshire 


An address before the Fourth National Accounting Conference, AGA-EEI, Detroit, Mich., 


ROM examination of the pro- 
grams and proceedings of the 
interesting conferences which 

you have held in the past, I gather that 
it has become something like a tradition 
to invite the chairman or some other 
representative of the NARUC Commit- 
tee on Depreciation to appear before you. 
Whether this is a reversion to the old 
custom of parading the gladiators before 
the populace in preparation for a Ro- 
man holiday, I am not quite certain. 
But in any event, I take it that, in ask- 
ing me to speak to you today, your 
planning co-chairmen were following the 
established precedents. 

In one respect, however, they have de- 
parted from the going rule: whereas in 
the past you have heard from such ex- 
perts as Ace Colbert of the Wisconsin 
staff and Charlie Smith of the Federal 
Power Commission—who rank with the 
ablest students of depreciation in the 
country and who are among the most 
distinguished members of the NARUC 
Committee—I can lay no claim to spe- 
cial competence in this field, being simply 
a layman, who through force of circum- 
stances, finds himself surrounded by a 
group of highly trained specialists who 
are hard at work on a very complex, and 
often extremely technical, problem. In- 
deed, among our own committee, which 
is for the most part composed of expert 
accountants and engineers, I often feel 
as much like a prospective sacrificial of- 
fering as I do here today. SoI can hardly 
be expected to add very much of a tech- 
nical nature to what you have heard 
previously from representatives of our 
committee. 


I daresay that it was kindly recogni- 
tion of this situation which led to the 
proposal that my remarks be entitled 
“Regulatory Aspects of Depreciation.” 
While the phrase has a nice swing, it 
carries no threat of an involved tech- 
nical analysis but suggests, rather, a 
broad, general approach to the subject 
of depreciation. 

In this connection I am reminded of 
a story told by Dr. Karl T. Compton, 
President of the Massachusetts Institute 
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of Technology. It seems that his sister 
who lives in India was having some 
house wiring done by a native electrician 
who seemed to require an unnecessary 
amount of detailed direction. After he 
had repeatedly come to her with requests 
for instructions as to what to do next, 
and so forth, she finally said, in exas- 
peration, “You know what I want done. 
Why don’t you just use your common 
sense and go ahead?’ Whereupon the 
Indian bowed, looked sad, and gravely 
said, “Madam, common sense is a rare 
gift of God. I have only a technical 
education.” 

In recounting this, | mean neither to 
disparage the technical specialists nor to 
claim possession of an unusual measure 
of common sense. But I do feel that in 
our discussions of depreciation we have 
sometimes got so deeply concerned in 
arguments over the minutiae of accrual 
methods, asymptotic determinations of 
adequate and proper reserves, actuarial 
equations to produce survival ratios and 
mortality curves, and the like, as to lose 
our bearings and forget the importance 
of reaching port. So it may be worth- 
while, even before a group of experts 
such as this, to return occasionally to a 
review of basic concepts and a survey of 
our problem in the perspective which it 
assumes when viewed in its relation to 
the entire public utility picture. For the 
study of utility depreciation is, after all, 
not an end in itself, but simply a step 
in the operation and regulation of pub- 
lic utility enterprises. 


Depreciation in Relation 
to Regulation 


What are some of the “regulatory 
aspects of depreciation ?”” Why does this 
perennially troublesome problem of de- 
preciation seem so important to the regu- 
latory commissions? Why is there so 
much interest in it at the present time? 
And why are some of the regulatory 
agencies—including the New Hampshire 
Commission—now placing so much em- 
phasis upon depreciation studies in con- 
nection with the analyses of fixed capital 
and of historical or original costs which 
they are requiring the utilities to make, 


often at no little expense? While the 
answers to these questions may be gen- 
erally familiar, they should be reviewed 
briefly if we are really to return to 
fundamentals in our approach to the 
problem. 

Basically, the current interest in and 
emphasis upon depreciation is due to 
the well-nigh universal recognition that 
depreciation, while it may be difficult to 
define and measure, is nevertheless very 
real, and that—depending upon exactly 
how it is defined—it either is, or gives 
rise to, an important element of cost 
in both the practical business sense of 
expense and the underlying economic 
concept of production cost. As a cost, 
therefore, it must be properly and ade- 
quately recognized. And this is equally 
important from the standpoint of the 
rate-payer and from that of the owners 
of the property. It may be that in the 
short run the interests of the consumers 
regarding depreciation may diverge from 
those of the stockholders, just as there 
may be similar short run conflicts of 
interest in this respect between bond- 
holders and investors in equity securities. 
But in the long run, there is a tendency 
for these conflicts to disappear; the in- 
terests of the utilities and those of the 
public which they serve tend to converge 
if not to coincide. From this point of 
view, it becomes equally important to 
the utilities and to their patrons that 
depreciation be viewed and defined as 
precisely as possible and that it be mea- 
sured as accurately as may be practicable. 

To be somewhat more specific, depre- 
ciation is significant to both the rate- 
payer and the utility investor, and there- 
fore to the regulatory commissions, in at 
least three important ways: first, in its 
direct relation to current operating ex- 
pense; second, in its relationship to the 
reserve and the capital fund; and third, 
in its more or less incidental, or at least 
indirect, bearing upon other elements of 
production cost. 


Direct Relation to Operating Expense 


Taking up these propositions in order, 
it is obvious that, if depreciation is, or 
gives rise to, a real cost of production, 
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over- or under-accruals on this account, 
other things equal, must result at any 
particular time in over- and under- 
charges for the service, with immediate 
injustice and corresponding unfair ad- 
vantage respectively to the rate-payer 
and the utility, or conversely. Thus the 
possibility of conflict in the short run. 
Even this, however, may be over-em- 
phasized. For example, under any given 
level of rates, the over-accrual of expense 
results in an understatement of net profit 
which, while it may be advantageous to 
a particular group of investors, such as 
bondholders, may be adverse to the im- 
mediate interests of the owners of the 
equity. 

But regardless of these questions of 
temporary advantage, it is not to be sup- 
posed that public authority will, if the 
facts are known, continue to permit over- 
charges to the consumers based on over- 
accruals of depreciation or that, again if 
the facts are known, they can require 
service to be furnished for less than its 
cost including adequate depreciation. I 
stress the phrase: if the facts are known 
—for it is the plain duty of the com- 
missions, under specific statutory man- 
date in many jurisdictions, to do their 
utmost to inform themselves fully of all 
matters pertinent to the performance of 
their regulatory functions. And as far 
as depreciation is concerned, there is 
plenty of evidence to indicate that the 
regulatory agencies are now firmly re- 
solved to determine the facts, no matter 
how obscure, if they can possibly do so. 


Assume for the moment that present 
studies disclose past accruals to have been 
either more or less than they should 
have been. Leaving for later considera- 
tion the difficult question of what, if 
any, retroactive readjustments should 
be made on this account, assume further 
that past accruals have been made in 
good faith upon data which were the 
best available but which are now seen 
to have given the wrong answers. Under 
these conditions the very least that can 
be expected is that, for the future, ac- 
crual rates will be corrected to coincide 
as nearly as may be with the current 
incidence of cost. In such event it is 
clear that the change will involve a mod- 
ification of the basis of cost assessment 
against future as compared with past 
rate-payers, and at the same time will 
bring about an alteration in the status 
of the owners of the property, both in 
their relation as a group to the customers 
and in the relative positions of various 
types of securities within this group. 


Thus, regardless of what particular class 
gains or loses as a direct result of the 
change, it remains true that the mere 
fact of the shift of itself produces over 
the entire time period a distortion or 
skewing of customer and owner relation- 
ships which is economically undesirable. 
Since, by hypothesis, the direction and 
magnitude of such changes are unpre- 
dictable, as a practical matter it would 
seem to be in the long run interest of 
all concerned that such uncertainties be 
reduced to the absolute minimum. In 
other words, it is to the advantage of 
both the rate-payers and the utilities that 
depreciation be reflected currently in 
operating expense as accurately as pos- 
sible and on the basis of the best factual 
data available. 


Relationship to Reserve and Capital Fund 
Doubtless it is unnecessary to remind 
the members of this accounting confer- 
ence that the current charges to depre- 
ciation expense give rise to corresponding 
credits to the depreciation reserve, that 
to it are charged what may be referred 
to loosely as net retirement costs grow- 
ing out of the removal of items of fixed 
capital, and that the balance shown in 
the reserve should in a sense be viewed 
as an offset to the fixed capital accounts. 
Plainly, therefore, it makes little real 
difference whether the reserve is carried 
in its conventional position in the right- 
hand column of the balance sheet or is 
transferred to the left as a deduction. 
Under either scheme, broadly speaking, 
the figure arrived at by subtracting the 
depreciation reserve from the gross fixed 
capital at any particular time represents 
the continuing net investment of the 
owners—as distinguished from the cus- 
tomers—in the property, except as work- 
ing capital requirements and such rela- 
tively customers’ 
necessitate adjust- 
ments. From these relationships arises 


minor factors as 


contributions may 
a second aspect of the significance of 
depreciation in regulation. 

‘There appear to be reasons for suppos- 
ing that rate-base determinations will be 
influenced increasingly by considerations 
of original or historical cost. This helps 
to explain the present emphasis by com- 
missions, not only upon analyses of such 
costs, but also upon the studies of depre- 
ciation which in some instances have 
been required in connection with these 
re-examinations of fixed capital. No 
elaboration is required to show why, if 
depreciation accounting as reflected on 
the books in both current accruals and 
accrued reserves is to play an increas- 


December, 1946 


ingly important role in rate-making, the 
commissions must endeavor to provide 
that such accounting shall be as accurate 
and consistent as it is feasible to make it. 
No other course would afford safeguards 
against injustice to either the rate-payers 
or the utilities. 

Closely similar to this potentially im- 
portant relationship between the depre- 
ciation reserve and the rate base is the 
matter of the proper basis for the issu- 
ance of securities. The statutes of many 
states authorize utilities to sell securities 
to cover the reasonable and necessary 
cost of property required to serve the 
public. At the same time, however, com- 
missions cannot be expected to validate 
securities up to the total amount of the 
original cost of the property when in 
fact the assets have suffered extensive 
depreciation. Under such conditions, 
particularly in cases of refunding oper- 
ations such as those which have been 
carried on extensively in the last few 
years, the amounts charged currently for 
depreciation and the status of the re- 
serve are likely to receive important con- 
sideration. Especially is this true when 
serial maturities or sinking funds are 
involved, and where there may be a 
problem of maintaining approximate 
balance between the net debt outstanding 
and some predetermined proportion of 
the values remaining in the capital fund. 

Under circumstances of this character 
it is just as important to the utility as 
it is to the customer or the regulatory 
agency that the rate of accrual and the 
status of the reserve be as sound as pos- 
sible. And substantially the same thing 
is true whenever the question of dividend 
payment and the related question of the 
integrity of the capital fund are at issue. 


Indirect Relation to Other Costs 
of Production 

Certain rather indirect or incidental 
relationships between depreciation and 
various other elements of production cost 
may now be referred to briefly as addi- 
tional, and concluding, explanations of 
the concern of regulatory authorities in 
this problem. Without attempting to ex- 
haust this subject—or the listener—let 
me simply suggest that these include the 
very considerable effect of the deprecia- 
tion policies of a utility upon its general 
credit and certain questions revolving 
around the depreciation charged for tax 
purposes. 

In a very able paper read before the 
EEI Accounting Conference in Chicago 
last year Mr. Colbert clearly demon- 
strated and illustrated the proposition 
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that the adequacy of depreciation ac- 
cruals and reserves are considered by 
prospective investors and that companies 
earning high ratings on these counts are 
able to borow more cheaply than would 
otherwise be the case. He showed like- 
wise that the use of depreciation funds 
either for construction or for debt retire- 
ment may improve the debt ratio and in- 
crease the interest coverage and equity, 
leading to a stronger financial position. 
Since utilities and commissions alike must 
be alert to opportunities for more eco- 
nomical operation and. for savings of 
cost, whether in operation or finance, 
their concern in depreciation from these 
points of view is easily understood. 

Finally, there is the matter of taxa- 
tion, in which interest seems to be defi- 
nitely increasing. More and more fre- 
quently the question is asked: why 
should depreciation be accounted for ac- 
cording to one set of rules for tax re- 
turns and another for corporate and 
regulatory purposes? In the present 
states of knowledge and of law, it may 
be that valid reasons for these differ- 
But it is not to be taken for 
granted that these extenuating. circum- 
Whatever may 
now be permitted by tax regulations 
and whatever the present legal admissa- 


ences exist. 


stances will continue. 


bility of tax returns as evidence, it just 
isn’t common sense to expect that, with 
better data as to the underlying nature 
and course of depreciation, a utility will 
be able to successfully claim high depre- 
ciation for tax purposes, low deprecia- 
tion in valuation proceedings, and some- 
thing else for purposes of the income ac- 
count. 


In thus briefly suggesting some of the 
aspects of depreciation which help to ac- 
count for the interest in the subject 
being shown at the present time by regu- 
latory commissions, I do not mean to 
imply that their significance is either 
overlooked or minimized by the utilities. 
On the contrary, there is ample evidence 
of a realistic attitude on their part. To 
this may be attributed, at least in part, 
the rise of the general ratio of reserve 
to plant from only 6 per cent in 1927 to 
approximately double that amount to- 
day, although this is no doubt due also, 
in some measure, to downward revisions 
pt fixed capital. Unquestionably, the 
more progressive managements are dis- 
playing a growing willingness to face 
these problems of depreciation frankly 











ind to attempt their solution in coopera- 
‘ion with the representatives of the com- 
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missions who are engaged in, a like un- 
dertaking. 


The NARUC Committee 
on Depreciation 


This leads me to mention the work 
of the Committee on Depreciation of the 
National Association of Railroad and 
Utilities Commissioners which _repre- 
sents, I suppose, as nearly as any single 
group can, the viewpoint of the various 
state and federal regulatory agencies. 

It was about three years ago that 
some of us suggested to the President 
and Executive Committee that the prob- 
lems of depreciation were deserving of 
consideration by the Association and that 
it would be appropriate to constitute a 
committee for this purpose consisting of 
both accountants and engineers in recog- 
nition of the fact that the subject matter 
falls to some extent within the realms of 
both of these expert groups. After two 
years’ existence as a special agency, dur- 
ing which time it submitted two reports 
on certain phases of depreciation, the 
committee was given standing status un- 
der the constitution of the Association as 
amended during the annual meeting at 
Seattle last year. This necessitated a re- 
duction of the membership which, to- 
gether with other causes resulting in 
changes of personnel and the altered 
status under the revised constitution, led 
to a reconsideration of the purposes and 
objectives of the Committee and a re- 
examination of its procedures and meth- 
ods of operation. You may be interested 
in the nature of the job which the Com- 
mittee has undertaken and how it is 
attempting to do it. 

First, the Committee had to suffer the 
loss of its able chairman, Mr. Colbert, 
because of conditions in Wisconsin, but 
fortunately he was able to continue his 
contribution to the work as a member 
of the group. In addition to Wisconsin, 
the state commissions of Connecticut, 
Florida, Maryland, New Hampshire, 
New Jersey, Pennsylvania, and Utah are 
represented among the membership, as 
well as the Federal Communications 
Commission and the Federal Power 
Commission. Recognizing the desirabil- 
ity of getting as much assistance as pos- 
sible from a widely representative group, 
the Committee invited participation in 
its work by so-called guest members from 
regulatory agencies known to be espe- 
cially active and interested in the field 
of depreciation. On this basis, it has 
secured the help of representatives from 
the Bonneville Project, Bureau of In- 
ternal Revenue, Interstate Commerce 


se 
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Commission, New York Public Service 
Commission, and Securities and Ex- 
change Commission. 

Second, the Committee realizes that 
the utilities are in a particularly good 
position to assist in the work if they wish 
to do so. This does not mean that in the 
event of a conflict of ideas, the members 
of the Committee intend to abdicate or 
to subordinate their views to those held 
by the representatives of the regulated 
industries. It does mean, however, rec- 
ognition of the important stake which 
the utilities have in the proper solution 
of the problems of depreciation and of 
the fact that their managements have 
given a great deal of thought to this 
subject. For these reasons, it is believed 
that both the regulators and the regu- 
lated may gain from a frank and open 
discussion of points of view regarding 
depreciation. Furthermore, it is obvious 
that much light can be shed upon such 
matters as the detailed methods of deter- 
mining service lives and of accruing de- 
preciation expense and reserves, as well 
as upon the financial consequences of 
various possible policies regarding depre- 
ciation, by those who are constantly en- 
gaged in the practical application of 
these policies and methods. For these 
reasons, and with the express consent of 
the Executive Committee of the Associa- 
tion, the Committee invited the con- 
tinued cooperation of the AGA and EEI 
groups which had previously been en- 
gaged in cooperative endeavor with it 
and extended these invitations to em- 
brace representatives of the telephone 
and water utilities as well. 


Third, while so much has been said 
and written about depreciation that it 
will be difficult to add new material or 
original thought, still the Committee 
conceives its function to be the prepara- 
tion of a report which will cover as fully 
and usefully as possible all aspects of 
the problem. The value of the researches 
and reports of the former special com- 
mittees is recognized and they will be 
utilized. It is felt, however, that a real 
contribution can be made to the devel- 
opment and application of depreciation 
principles in the public utility field 
through the systematic collection and 
study of existing materials, the analysis 
of new as well as old methods and ap- 
proaches, and the publication of a sur- 
vey covering both the theory and the 
practice of the subject. Already it is 
evident that the views of the engineers 
and the accountants are not so divergent 
as is sometimes supposed. Perhaps this 
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may prove true so far as the notions of 
the utility representatives and those of 
the regulatory agencies are concerned. 
At any rate it is the hope of the Com- 
mittee that it may be able to produce a 
document which will coordinate the 
ideas of the experts and at the same time 
give reasonably simple and understand- 
able expression to views arrived at in a 
sound and scholarly way. 

This is a pretty large order. To do 
such a job will require a great deal of 
time and effort and many meetings and 
conferences to permit full discussion and 
careful consideration of all points of 
view. Plainly, the task is not one which 
could be done in a few months or a 
year. Therefore, you will not be sur- 
prised that a completed report will not 
be ready for presentation to the annual 
meeting of the Association in Miami 
next week. But the Committee believes 
that the effort is worthwhile and hopes 
that, if it can be carried forward to 
successful completion, the report which 
is now in preparation will be of mate- 
rial value to all who are concerned with 
public utilities, whether from the stand- 
point of regulation or that of investment 
or operation. 

Since the intended scope of the report 
which it is proposed to present to the 
meeting of the Association in 1941 may 
be of interest to you, let me say that we 
expect it to consist of ten chapters, which 
will deal successively with: 

(1) The historical development of depre- 
ciation principles and practices in economics, 
industry, and the public utility field; 

(2) Current conceptions of depreciation, 
including a survey of causes of retirements 
and an attempt to redefine the concepts 
which the committee regards as basic; 

(3) The depreciable plant, differentiating 
those asset items which are subject to de- 
preciation from those which are not; 

(4) The depreciation base, discussing such 
considerations as the arguments for cost and 
for fair value and the use of unit and group 
methods of measuring and accounting for 
depreciation; 

(5) Methods of accruing depreciation, 

with an analysis of the theoretical basis and 
practical consequences of each; 
7 (6) _Methods of estimating service lives, 
including both a detailed exposition of the 
several methods and a discussion of the 
applicability of each to the various types 
of utility property; 

(7) The problem of adjusting depreci- 


ation rates and reserve to reconcile past 
with future practices and policies; 
(8) Depreciation in rate cases, involving 
both its treatment as an operating expense 
and as an element in the determination of 
the rate base; 
: (9) Depreciation practices in their rela- 
tion to the interests of investors; and 


(10) Depreciation in income taxation. 
In addition, there will be an introduc- 


tion, which will include a glossary of 
terms, a summary section incorporating 
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such recommendations as the Committee 
may wish to make, appendices con- 
sisting of a digest of United States 
Supreme Court decisions dealing with 
depreciation and a selected bibliography. 


Some Leading Problems 
As stated previously, the NARUC 


Committee is counting strongly on real 
help from the representatives of the in- 
dustry groups which are cooperating 
with it, including in a very important 
role, the committees of the organizations 
jointly sponsoring this conference, which 
already have made substantial contribu- 
tions to the work and have responded 
fully to our requests. Thus far there 
have been some opportunities for discus- 
sion between members of your commit- 
tees and ours, and there is every reason 
to expect mutually helpful results from 
a continuation of this practice. At least 
there is bound to be on each side a better 
understanding of the difficulties and 
problems of the other, which should lead 
away from distrust or suspicion and tend 
toward mutual respect, without which 
there cannot be cooperation in the truest 
sense. 

In this connection it may be well for 
you to know that the existence of several 
serious problems is recognized by the 
NARUC Committee just as fully, I 
think, as by your representatives. At the 
same time frankness and candor require 
facing the fact that the obligations of 
the regulators to the public, as seen by 
the Committee, cannot and will not be 
disregarded, so that our attitude toward 
some of these questions may differ from 
your approach. I shall touch very briefly 
upon three of these matters. 


Determination of Service Lives 


First there is the question of the factual 
studies which your committees have 
made, and are making, and the requests 
and suggestions which we have made, 
or may make, for data relating to the 
service life of property items. It would 
be surprising indeed if there were no 
fear lest information thus made available 
be compiled into tables purporting to 
show the service lives of particular items 
of property on something like a national 
average basis. Obviously the application 
of any such data to individual situations 
without the qualifications necessitated by 
the peculiar characteristics of the in- 
dividual property would be grossly un- 
fair. I think there is no desire on the 
part of the NARUC Committee to un- 
dertake such tabulations at this time. 


The Committee at this juncture is less 
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interested in specific service lives or the 
fine details of accrual methods than in 
the development of sound techniques 
whereby the basic facts can be found. 

More particularly, the Committee 
feels that it is extremely important to 
know what methods of determining the 
service lives of different assets are ac- 
tually used by the utilities and what ex- 
perience has shown to be their advan- 
tages and limitations. I submit that no 
one is in a better position than the 
utilities to shed light on these questions 
and that it will be advantageous to them 
to do so if they wish to avoid the risk 
of judgments rendered without full 
knowledge of the facts. 


In saying this I am aware of the 
fear felt by some and not wholly with- 
out justification, that, if reasonably 
satisfactory formulae are available, com- 
missions will seek to substitute them en- 
tirely for the factor of judgment in pass- 
ing upon depreciation accruals. It would 
be dishonest to pretend that the commis- 
sions will not use all the information 
that they can collect. They could not 
properly do otherwise. But I have yet 
to meet a commission representative who 
contends that judgment has no place in 
the determination of depreciation poli- 
cies or that all the surrounding circum- 
stances should not be taken into account. 
But this is a far different thing from 
saying that hasty engineering estimates 
of observed depreciation should be given 
credence in preference to conclusions 
drawn from long-established property 
records of a satisfactory character. To 
be sure, obsolescence and the future can- 
not be foretold with precise accuracy, 
but the fact that judgment enters does 
not mean that experience must be shown 
the door. There is room for both, and 
who will deny that judgment enlight- 
ened by recorded experience — even 
though it may be called just an educated 
guess—is better than a mere surmise? 

This, at any rate, is the theory upon 
which some of the commissions are pro- 
ceeding in requiring the companies to 
file depreciation studies. And in_ this 
connection it should be kept in mind 
that the commissions, whether they pre- 
scribe depreciation rates or simply, as in 
New Hampshire, reserve the right to ob- 
ject to those initiated by the utilities, 
must assume a great burden of responsi- 
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to be as sure of the facts as it is possible 
for them to be? 


s 


Consistency of Treatment 


A second set of problems which the 
utilities and the commissions should con- 
sider jointly revolve around what some- 
times has been referred to as that of 
“consistency —meaning consistency be- 
tween the treatment of current deprecia- 
tion accruals and the deduction for de- 
preciation in determining the rate base. 
As stated earlier, if rates are to be based 
on something closely approaching net in- 
vestment—prudent or otherwise—there 
is a clear case for the deduction of the 
accumulated book reserve. Unless this 
is certain to be done commissions cannot 
reasonably be expected to sanction for 
the future higher rates of accrual than 
have been used in the past, which may 
in some instances necessitate increased 
rates for service. To ask them to take 
any other position would amount to sug- 
gesting their acquiescence in the oper- 
ation of a rule in one direction only, 
which would be a poor rule indeed. 
The weight of this will be conceded 
by most managements. But the case 
seems not to be admitted so readily when 
determination of the rate base is influ- 
enced by considerations of present value 
and estimates of hypothetical reproduc- 
tion cost. Yet logically the answer 
should be the same; and this, I think, is 
substantially what the Supreme Court 
has said in the Lindheimer Case. If 
depreciation is being taken into the ac- 
counts currently on the basis of certain 
assumptions as to service lives and net 
salvage values, why should not the same 
basic assumptions and the results of such 
past charges be carried over into the cal- 
culation of the deduction for deprecia- 
tion from reproduction cost new? If the 
book reserve in a given case amounts to 
15 per cent of the gross book value of 
the depreciable plant, why should not 
reproduction cost new be decreased by 
give present value? 
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Retroactive Adjustments 


} Finally, there is the troublesome prob- 
{gem of what shall be done when present 








EDISON ELECTRIC INSTITUTE BULLETIN 


knowledge indicates that past accruals 
have been too great or too small—and, if 
we are to be entirely realistic, perhaps 
we should emphasize the latter condi- 
tion as being the more likely to be en- 
countered, although the former is by. no 
means non-existent. 

If the accrual has been too small 
should depreciation rates be increased 
for the future to make up the entire 
deficiency over the useful life of the 
property or simply to reflect correctly the 
current depreciation? Should the reserve 
be built up to its proper level over a 
period of time and through gradual ad- 
ditions as the property changes and cir- 
cumstances permit or should the correc- 
tion be made immediately regardless of 
the financial consequences? Similarly, in 
a rate proceeding should the reserve de- 
ducted be that actually recorded on the 
books of account or a higher figure 
which may now be deemed requisite? 


Time does not permit a comprehen- 
sive discussion of these questions, which 
are among the most difficult which we 
must face and which, I suspect, in view 
of the possibility of stockholders’ suits 
and other uncertainties, are among those 
which cause you the greatest concern. 
I can only say that their seriousness is 
fully understood by the regulatory 
agencies. As suggested earlier in this 
paper, the answers in any particular 
cases are likely to be found in considera- 
tions of equity and in the actual histories 
of the utilities in question. If past ac- 
cruals have been made in good faith, 
it is likely that required adjustments of 
reserves will follow a somewhat oppor- 
tunistic policy—similar to that adhered 
to by the New Hampshire Commission 
—of correction when some major change 
in the property or its ownership affords 
a chance to make the correction with a 
minimum of disturbance. Where some 
other explanation obtains more drastic 
treatment may have to be prescribed. 
Even in such cases, however, commis- 
sions cannot ignore the inevitable effects 
of their action, for better or worse, upon 
both the level of rates and the credit of 
the utility. In any event, here is a mat- 
ter, if there ever was one, which can be 
dealt with more intelligently through 
cooperation between utilities and com- 
missions than by either working alone. 


Conclusion—Toward a Working 


Concept of Depreciation 


Before concluding these remarks let 
me state again that I realize full well 
that the rather elementary propositions 
which I have discussed are generally 
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recognized as clearly by the utility man- 
agements as by the regulatory agencies. 
My purpose in reviewing them has been 
to stress the aspects of depreciation in 
which the commissions are now most 
deeply concerned and to indicate that, 
from a long range point of view, to a 
very considerable extent their interest in 
them does not conflict with that of the 
companies as sharply as is sometimes as- 
sumed. On this basis I want most sin- 
cerely to emphasize the desirability of 
continued cooperation between your rep- 
resentatives and the NARUC Commit- 
tee to the end that a working concept 
of depreciation may be evolved and ap- 
plied in a fashion which shall be rea- 
sonable and fair to all concerned. 

A recent commentator on deprecia- 
tion has said that in this field, as so often 
more generally, many of our difficulties 
result from a failure properly to define 
terms at the outset. There is much force 
in this, and I have been guilty of talk- 
ing at some length about depreciation 
without having once defined the term or 
clearly indicated the sense in which it 
is used. In closing let me attempt to 
remedy this defect by suggesting for your 
consideration the following statement 
concerning the significance of deprecia- 
tion which is now receiving the attention 
of the NARUC Committee: 

(1) Depreciation signifies the expiration 
or consumption, in whole or in part, of the 
service life or utility of property, resulting 
from the action of one or more of the forces 
operating to bring about the retirement of 
such property from service. 

(2) The forces so operating include wear 
and tear, decay, action of the elements, 
inadequacy, obsolescence, and public require- 
ments. 

(3) Depreciation results in a cost which is 


usually treated as, or like, an operating ex- 
pense. 


Critical comment is invited. 





ACCOUNTING 
CONFERENCE PAPERS 


Papers presented at the 4th National 
Accounting Conference including all 
delivered at the general sessions and 
most of those given before the indi- 
vidual group meetings will be mimeo- 
graphed and made available at the 
following charges: 


The entire group is priced at $2.00 a 
set. Individual papers are 15 cents 
each. 


For a list of papers delivered, see 
pages 501-2 Edison Electric Institute 
Bulletin, November, 1940. 


Address your orders either to the Edi- 
son Electric Institute or the American 
Gas Association, 420 Lexington Ave- 
nue, New York, New York. 
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Public Service Electric and Gas Company, Newark, N. J. 


An address before the Fourth National Accounting Conference, AGA-EEI, 


NE IS APT to regard the bal- 
ance sheet and the income state- 
ment, particularly of a large 

organization, as cold summarizations of 
figures. Actually these statements are 
pictures of human achievement. Many 
and: complex factors affect them for 
better or worse, not the least of which 
is the attention paid to the training of 
personnel in shop, sales department, and 
office. 

The training of production employees 
and of sales representatives has received 
considerable attention, perhaps because 
adequate training within these groups 
has a more direct and traceable effect 
upon the balance sheet, and_ possibly 
because the training needs can be more 
clearly isolated and defined. Until re- 
cently, office training does not seem to 
have received the same attention, yet 
there are indications that office training 
may be given considerably more atten- 
tion in the future. Raising an employee 
more quickly to an office production 
level, eliminating errors, and creating a 
high quality of employee interest are 
but a few of the advantages that are 
produced by a sound and thorough office 
training program. 


What Is Meant by an Office Employee? 


It will be well if we decide right at 
the start what is meant by the term 
“office employee.’ The following- 
named groups are illustrative of what 
can be referred to as office employees in 
a utility: 


Office boy or girl 

File Clerk 

Messenger boy or girl 

Bookkeeper, Ledger clerk 

Meter Reader 

Collection Representative 

Credit Clerk 

Application Clerk 

Clerks in the Treasurer's and 
Comptroller’s Office 

Cashiers 

Sales department clerks 

Stock transfer clerks 

Bill adjustment clerks or representa- 
tives (inside and out) 

Billing department employees 

Correspondent 


Employees not directly concerned 
with physical production, or with direct 
selling, can generally be classed as office 
employees. 
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Evaluating the Office Training Program 


By George B. Webber 


Detroit, Michigan, December 2-4, 1940 


There is probably not one company 
represented here that doesn’t make some 
provision for training its office em- 
ployees. that there is 
hardly a person that doesn’t drive an 
automobile, but some automobiles are 
awful old traps. So are some of the 
office training programs, awful old traps. 
Yet, they are office training programs 
and the need for turning them in for 
new not easy to prove. This 
discussion is intended to provide a 
method for evaluating an office training 
program, and for disclosing any weak- 
nesses that may exist in that program. 
The following simple formula is used: 


It is also true 


ones is 


_ 


plus b plus c plus d equal 100 per cent 


a = entrance, or vestibule training 
b = general training 

c = customer relations training 

d = continuation training 


There are four fairly distinct in- 
gredients in a complete office training 
program. 
Definitions 

It is recognized that there is not 
common agreement as to the meaning 
of these terms, thus there follow defi- 
nitions which will give better under- 
standing of the ensuing discussion. 

Entrance training includes two items, 
orientation and detailed instruction on 
how to do the job. Orientation includes 
information on office hours; general 
rules and regulations to be observed by 
the employee; when is pay day; what 
is the boss’s name; and the names of 
persons with whom there will be close 
during the workday; the 
working tools and where they will be 
found; and other similar points. 

Instruction on how to do the job 
includes a nuts and bolts description of 
how to go about performing a specified 
task in the quickest and most accurate 
manner. Thus, the reader is 
given instructions showing him how to 
read a meter; enter the reading on the 
sheet; what to do with the sheet; and 
where his job starts and ends. Other 
office jobs are similarly treated. 

General training, the second item in 
the formula, includes provision for 
acquainting the office employees with 
the general policies of the organization. 
It shows the employee how his work 


association 


meter 
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fits in with that of the unit of which he 
is a part, how the unit’s work fits in 
with that of a section, the place of the 
section in the department, the depart- 
ment’s place in the division, and the 
division in the company. Company or- 
ganization and policies affecting both 
employees and customers are presented 
in such a way as to make the employee 
feel himself a necessary part of the 
organization. Adequate general train- 
ing is of considerable importance in a 
utility, because customers expect office 
employees particularly to be reasonably 
well informed about their company. 

General training is most effective if 
given after the employee has been in 
the company for several months. 
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Customers relations training, the third 
ingredient, provides employees with a 
definition of minimum requirements in 
satisfactorily dealing with customers. A 
company hires employees from a number 
of sources. These men and women have 
widely different environmental and edu- 
cational backgrounds, different points of 
view, and even different levels of intelli- 
gence. It is not safe to assume that 
they are all suitably prepared to deal 
with your customers, whether during the 
working hours, or socially after hours. 
Each employee is the center of a little 
world of people, and the smart com- 
pany makes sure that each office em vedia | 
ployee is trained so that he can represent ae 
the company to good advantage within Se aie 
his sphere. A customer relations train- 
ing program seems absolutely essential 
to a utility office employee. And, it 1s 
not enough to conduct such a progra Bs 
once and expect its value to be perpetual.b—20% 
This type of training must be repeated, 
in new forms, from year to year. 
training, sometime * 
called cross training, or versatility train es 
ing, or rotation training, is the last, but eo 
not the least of the ingredients. The PProac 
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and there you have an employee, un- 
willing and unable to keep up with 
changes, or change of pace; an old per- 
son. This employee may be young in 
years ; but old in his attitude. Continu- 
ation training is an antidote for this. 
Properly conceived, this type of train- 
ing helps the employee to retain supple- 
ness of thought. It keeps him trainable, 
adaptable, hopeful; ready for the next 
job. It is this type of training that adds 
flexibility to an organization whose em- 
ployees are subject, for example, to con- 
scription. This training, like customer 
relations training, to be effective must 
be continued from year to year. 

These definitions which have been 
given of the different types of training 
seem reasonably suitable for our discus- 
sion to follow. 
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Relative Values of the Different Types 
of Training 
The four ingredients in the office 
training program are not of equal value, 
and it is quite likely that there will not 
be general agreement as to the weight 
to be assigned to each. It is believed, 
however, that the following evaluations 
can be defended. 
Entrance training—30 per cent of 
the program. If the entrance training 
program is 100 per cent effective, thor- 
ee oughly suited to a given situation, 30 per 
cent of the total office training responsi- 

1 edu- bility is adequately discharged. 
nts of laseel txahataan bs 

j-| General training—20 per cent of the 
ered osc If the general training item 
; deal’ being covered with 100 per cent effec- 
tiveness, 20 per cent of the total respon- 
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peated Factors affecting the nature and quantity 
of training to be given 
*time 


. | It is understood that all companies 
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uqeve not used and cannot use the same 
ThePProach to their office training pro- 
trams, nor does it necessarily follow that 
R program that is suitable under one set 
eristil f conditions may be equally successful 
solos Isewhere. The size of the company 

loa ffects the nature of the program. The 
umber of new employees coming into 
given location within a period of time 
letermines largely the extent of the staff 
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training required. The experience with 
labor turn-over, the sources of supply, 
the education and previous experience 
required of applicants, the characteris- 
tics of the customers served, the degree 
of standardization and specification of 
office jobs all have their effect upon the 
amount and nature of the training that 
can be supported by common sense in a 
given company. 

Investigation of the plans in use by 
a number of companies shows that there 
are certain definite media that are being 
used to discharge the office training re- 
sponsibility. These media are as fol- 
lows: 


. Apprentice training 

. Individual discussion 

. Job sample instruction 

. Class lectures 

. Group conferences 

. After-hour company classes 

. After-hour classes in educational insti- 
tutions. 

8. Cooperative training 

9. Visual training 

10. Flying squads 

11. Manuals 

12. House organ 

13. Company library 

14. Bulletin boards 


NAw Se WHS 


Such investigation as it was possible 
to make in preparation for this paper, 
together with a general knowledge of 
the field, discloses only these media. On 
Chart I they are listed, and there is 
shown, at the top of the chart, the four 
ingredients in the office training pro- 
gram. The figures the four 
groups show my estimate of the degree 
of effectiveness of each of these media 
when applied to each of the four in- 
gredients. The top rating is ten, the 
lowest rating is zero. Again it is empha- 
sized that this is one person’s rating 
based upon experience and observation, 
and it will be surprising if there is com- 
plete agreement with the ratings shown. 
They are offered for your consideration. 

Apprentice training starts the new 
employee with simple work units that 
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are easily understood and performed. 
As one unit is thoroughly mastered, the 
learner advances to the next step and 
so on until he has mastered what may 
be a rather complex office duty. This 
media can be used effectively for en- 
trance training at points where there 
is a large quantity of repetitive routine, 
where the work units can be readily 
isolated, and where speed in breaking 
in the new employee is not of great 
importance. It is rated at seven for 
entrance training, one for general train- 
ing, zero for customer relations, and 
three for continuation training. 


Probably the oldest and most com- 
monly used medium is individual dis- 
cussion. Here the supervisor, or an 
older employee, pours facts and routines 
all over the new employee. This me- 
dium has value only when it is con- 
ducted on a prearranged and planned 
basis, and when discharged by a quali- 
fied person. Some companies hide be- 
hind the belief that their office employees 
are given adequate entrance training by 
supervisors who talk to the nervous new 
person for an hour or two, then turn 
him loose on a complicated job. An 
entrance training program based upon 
individual discussion must, to have any 
value, be accompanied by a manual, or 
be supplemented by a supervisors’ train- 
ing program that includes a discussion 
of how to train new employees. Thus, 
we give individual discussion as an en- 
trance medium a value of one. 

Individual discussion is somewhat 
more effective for general and for cus- 
tomer training because the 
employee has, after a period of employ- 
ment, developed a reasonable focal point 
which helps him to understand better 
the instruction to which he is subjected. 
In each case we can assign a value of 


relations 


four. 
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11 Manuals 
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13 Company library 
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Individual discussion is of decidedly 
limited value in continuation training. 
Sometimes a supervisor takes it on him- 
self ta build up his people, and because 
that has some value, we shall give it a 
relative count of one. 

Job sample instruction is decidedly 
progressive, and is useful at points 
where a relatively large number of em- 
ployees are hired for entrance positions. 
Under this method, actual working 
conditions, routines, and problems are 
simulated and discussed. Such a pro- 
gram is ordinarily conducted by a 
trained instructor who, unit by unit, 
describes the work, shows how it should 
be done, watches the employee do it, 
then comments upon the performance. 
This method has great value in entrance 
training, so we can give it a rating of 
seven. It has no value in general train- 
ing. It has high value in customer 
relations, and rather limited value in 
continuation training. 

i} 

The classroom lecture method in- 
volves bringing a number of employees 
together at a given point after they 
have been employed for a few months 
for the purpose of listening to an in- 
structor or a supervisor talk about 
certain phases of office training. This 
method has limited value for entrance 
training because the mind of the new 
employee is not prepared to receive the 
material usually crammed into a short 
space of time. It has reasonably high 
value for general training because the 
lecture answers any questions that 
have come up in the employee’s mind. 
It has reasonable value as a customer 
relations training medium and decidedly 
limited value for continuation training. 

The group conference method de- 
scribed by its name, affords discussion 
under qualified leadership, of a subject 
that has high interest in the group. This 
method has limited value under “a” 
since the new employee is poorly pre- 
pared to discuss the new subject. How- 
ever, it has high value under “‘b”, “‘c”, 
and “d”’. By giving employees an 
opportunity to talk the subject over 
and hear it discussed in a like-minded 
group under proper leadership, the 
method encourages a high degree of 
reaction and retention. It is being used 
not only by many utility companies, but 
also by certain more progressive indus- 
trial concerns. Wherever used, under 
a suitable plan it has proved its value. 

After-hour classes sponsored by the 
company, and held on company property 
provide a channel through which funda- 
mental instruction can be given in such 
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subjects as rates and their application, 
accounting principles, English, and 
similar studies of value to the office 
employee. It is of further value in 
keeping employees’ minds freshened, 
alert, and aware of the fact, that there 
is still much to be learned. It has no 
value as an entrance training medium. 
It has value under “b” insofar as the 
“Employee Information” or “Know 
Your Company” courses, made part of 
the evening class program provide gen- 
eral information about the company. 
An excellent description of these pro- 
grams is presented in the very large and 
recently released publication in which 
the EEI summarizes employee informa- 
tion programs of 37 companies. This 
medium has limited value under “c’”’ and 
high value as a continuation program. 

After-hour classes offered in high 
schools and colleges are rated highly as 
a continuation training medium. Some 
companies encourage, by paying a por- 
tion of the tuition fee, their employees to 
take these courses. In at least one case, 
a utility company cooperates with the 
evening high schools in the development 
of courses suitable for use by the com- 
pany’s employees. These courses are 
offered as part of the high school’s pro- 
gram, and are open to any who desire 
to take them. This medium has little 
value in entrance and customer rela- 
tions training, no value as a general 
medium, but is given a high continua- 
tion training rating. 


Cooperative training has been tried 
in a few places. Under this method a 
student regularly matriculated in an 
outside educational institution spends 
about half of his time in formal study 
and half working for a given company. 
This affords a company an excellent 
opportunity to cooperate with schools in 
the area, to observe the prospective em- 
ployee before he is added to the pay- 
roll. It has limited value as an office 
training medium, and it is given a low 
rating under all four headings. 

Visual includes such aids 
as motion pictures, sound-slide films, 
charts, and planned playlets. Properly 
designed and these visual aids, 
while usually not a complete medium in 
themselves, add greatly to other media 
used in the ‘office training program. 
Sound-slide films, for example, have re- 
cently received considerable attention, 
particularly for customer relations train- 
ing of a general nature, and they have 
proved their value when tied in with 
general discussions of certain phases of 
the subject. These media have been 
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given a high rating for all four purposes, 

The flying squad or cadet type of 
training provides employees with ex- 
perience in many departments of an 
organization, and it makes available to 
the organization a supply of broadly 
trained people who can fit in at any 
needed point. Usually this training, 
because it is expensive, is given to espe- 
cially selected employees. It is a useful 
medium for entrance and continuation 
training, but has somewhat less value 
for customer relations or general pur- 
poses. 
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Manuals provide an excellent medium 
for entrance, general and customer rela- 
programs. Properly designed, hgement 
they reduce training to the printed word,itheme {, 
and inherently are an accurate means off 
presenting instruction. Entrance train- 
ing manuals, manuals of employee con-| 
duct, rules and regulations governing} 
employees, customer relations manuals} 
for meter readers, collectors, bill ad-j 
justers, application clerks, are samples}, ‘Higa 
of the type of material that lends itselff., Raat 
to this treatment. Manuals are Mosth ons wh 
effective when used in conjunction with ary 
other media, such as group conferences, 
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N discussing the topic of original 
cost requirements for accounting by 
public utilities, I shall try to treat 
it objectively as a vital problem of man- 
agement rather than legalistically as a 
theme for debate of controverted con- 
stitutional questions. I shall state a per- 
sonal point of view from experience up 
“ko this time—not a finality of conclusion. 
Particularly under the stress of pres- 
¢nt national interests, current problems 
“telating to original cost accounting need 
to be considered not as volatile issues 
in hard fought litigation, but as ques- 
tions whose practical solution should be 
found if utility management is to per- 
form its task efficiently. 
Litigation over utility rates, account- 
ng and similar phases of operation is 
never an end in itself. The disposition 
pf capable utility management has al- 
ways been to adjust itself to the chang- 
ng requirements of public interest. This 
fisposition has been inherent in the na- 
ure of the business of public utilities, 
and, by and large, the management of 
public utilities in this country has be- 
‘h tome accustomed to adjustment. Litiga- 
erel. rag 
5 of" has been justifiable only where com- 
boud omise and adjustment have not been 
argossible on issues which threatened the 
ned apacity or ability of the utility to per- 
thigoT™ its basic functions and responsibil- 
ties. 

Thus, in weighing the merits or feasi- 
atid bility of any proposal for new legislation 
raneg® NEW regulations, a basic consideration 
ic pf management must always be whether 
dinggte new requirements are compatible 
officd ith the fulfilment of the responsibilities 
wait bf management to both the public and 
eal he investors. Will management be able 

Tha? Provide and maintain the means of 
endering public service according to re- 
; oniguired standards; to secure and pay for 

‘. ,ghe capital essential to that service, and 
ating? Preserve the capital employed therein ? 
gard If these questions are answered in the 

firmative, then it seems to me that 
anagement should be able to adjust it- 
elf to the new requirements. In the 
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Has Management Benefited From 


By Jacob H. Goetz 


Detroit, Michigan, December 2-4, 1940 


field of rate-making, for instance, the 
validity of any formula should be gov- 
erned by this basic consideration. It is 
obvious that both the rate base and the 
rate of return are variable. If, for prac- 
tical reasons and in consonance with 
public policy, governmental authority 
can best function with a fixed rate base, 
a utility company would not really be 
prejudiced if there were a concurrent 
undertaking promptly to adjust the rate 
of return so as to insure a fair com- 
pensation for the capital employed in 
the business under all circumstances. 

At times it becomes necessary to test 
out this latter point because, unless cap- 
ital is paid the going rate, it will not 
work. This is the unalterable premise 
of economics; and it applies equally to 
capital employed in quasi-public enter- 
prise and to capital employed in wholly 
private industry. 

If there is to be continued progress 
in the utility field, this fundamental pre- 
mise of economics must be respected. On 
the part of the utilities there should be 
an appreciation that neither litigation 
nor controversy can secure excessive in- 
come. On the part of the public author- 
ities there should be just as real an un- 
derstanding that regulation which drives 
capital out of or away from the indus- 
try will fail, not alone because a court 
will nullify such regulation, but be- 
cause the inexorable laws of economics 
will not tolerate such regulation. 

Many of you may be thinking—“Yes, 
but how can there be agreement on what 
constitutes an adequate return on cap- 
ital? Will there not always be dispute 
over that question?” To such a query, 
it can be said, first, that perfection is 
not of this world and Utopian peace 
and tranquility may never be found in 
the utility field. Hence, so long as our 
democratic system prevails, there will 
be honest disputes among sincere men. 
But that is not the decisive point. The 
point is, whether public authorities, on 
the one hand, must continue with de- 
structively radical regulation, and private 
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Original Cost Requirements? 


W hitman, Ransom, Coulson and Goetz, New York, N. Y. 


An address before the Fourth National Accounting Conference, AGA-EEI, 


management, on the other hand, must 
resist all regulatory changes because they 
fear the consequences of any change. On 
that point, it seems to me that much 
adjustment is possible so long as both 
sides give honest assent to the economic 
necessity for paying for the use of cap- 
ital already employed and of capital to 
be attracted. 

Therefore, I offer two tests to deter- 
mine the benefit to management of orig- 
inal cost accounting, viz., (1) whether 
original cost accounting is inherently 
susceptible of such an application as to 
insure the ability of utility management 
to fulfill its essential responsibilities to 
the public and to investors, and (2) if 
so, whether original cost accounting can 
effectively and reasonably implement the 
process of regulation. 

In using the term “original cost,” lL 
refer to the concept, as recently defined 
by public authorities, of “the cost of 
plant to the person first devoting it to 
public excluding, however, 
“amounts charged in previous years to 
operating expenses, operating taxes or 
other income or surplus accounts.” 

The most significant development as 
to original cost has been that the public 
authorities have redefined the term so 
as to give it a strained and unnatural 
meaning. Until recently, original cost 
was supposed to mean the cost to the 
person who at any given time owned 
the property. Under the new definition, 
original cost means cost to some prede- 
cessor in ownership, and the requirement 
is that the books of the present owner 
reflect that separate 
item. 

There has been serious question as to 
the economic soundness, as well as the 
legal validity, of that requirement, but 
the courts have finally determined that 
the requirement could not go so far as 
to require arbitrary exclusion from the 
asset accounts of the difference between 
the cost to the present owner and the 
cost to his predecessor, and that to the 
extent that “the difference between orig- 
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inal cost and present cost is a true in- 
crement of value,” a utility corporation 
may not be compelled to write off the 
charges made to Plant Acquisition Ad- 
justment accounts. 

With this restriction upon its effect, 
does the requirement for setting forth 
cost to the initial proprietor serve a use- 
ful purpose? With deference to those 
who proposed such a redefinition of orig- 
inal cost, it seems to me that it can serve 
no purpose except to focus attention on 
a disparity which may cast doubt upon 
the judgment of a subsequent purchaser 
in paying the price for the property, or 
upon the reality of the transaction. 

The question still remains whether 

the requirement substantially impairs the 
right to a yield on capital employed in 
the public service. Not by and of itself, 
because it affects only figures on the 
books. If, however, the requirement is 
merely a preliminary step to a further 
requirement that the difference be sum 
marily written off and the rate base be 
confined to cost to the original propri 
etor, then the requirement would threat 
en the continuity of yield on capital un- 
less a compensating adjustment in the 
rate of return is made. 
There is another substantial defect, 
which cannot be disregarded, in original 
cost accounting as enforced by some of 
the regulatory authorities, and that is 
the exclusion from the current property 
accounts of expenditures which 
actually made for property still in 
use but charged by the utility ac- 
countants to accounts which 
classified as non- capital. A 
requisite of any sound system of ac- 
counting is that it shall be 
and not concealing. The Court of Ap- 
peals of New York has said that if “the 
actual cost of the property—the invest- 
ment the owners have made—is a rele- 
vant fact,” a public utility corporation 
cannot be compelled by accounting regu- 
lations “to make entries upon its books 
to conceal such relevant fact.’ 

Nevertheless, resort to an arbitrary 
definition of the term “original cost” 
may produce just such a result in ac- 
counting for certain elements of public 
utility property. 

Thus, the cost of tangible property. 
which can be expressed only by the num- 
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14. T. & T. Co. v. United States, 299 U. §S 
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ber of dollars expended in its creation 
or acquisition, may be made to vary with 
the source of the amounts expended. 
This theory of accounting, as applied, 
takes a one-way direction in the restate- 
ment of the plant accounts of utilities, 
and not only eliminates from capital ac- 
count expenditures which cannot be 
identified with existing physical prop- 
erty, but excludes from capital account 
actual expenditures which can be iden- 
tified with existing property.® 

Notwithstanding the defects in the 
redefinition of original cost, to some of 
which I have alluded, and the perplex- 
ing difficulties which have been disclosed 
by experience in the application of some 
of its requirements, it seems to me that 
there are no insuperable obstacles to 
making original cost accounting func- 
tion in a manner compatible with the 
performance by management of its re- 
sponsibilities to the public and with the 
assurance of the rights of investors in 
the enterprise. 

I pass, therefore, to the second test of 
the benefit of original cost accounting to 
management, and that is, whether it may 
be made a practical and effective imple- 
ment of regulation. 


During the past decade, public utili- 
ties have expended millions of dollars 
in preparing continuing property records 
and in recasting their books to conform 
As 


a result, adjustments have been made 


to the revised systems of accounts. 


and are being made in the accounts of 
public utilities which have materially 
reduced their asset balances. Detailed 
property records have their informative 
value and uses for both regulatory au- 
thorities and operating departments. But 
the great amount of detail, and the large 
cost in effort and money of compiling 
and maintaining them, and the conces- 
sions made by management in adjusting 
the capital accounts, must have justifica 
tion in such practical advantages both 
to public and to management as tran- 
scend their value for purposes of infor- 
mation. 

A principal argument which has been 
advanced in support of the exacting re- 
quirements of original cost accounting 
is its potential serviceabilty in expedi- 
tiously determining rates and obviating 
present tedious procedures. We have had 
examples of the effective use of original 
cost accounting in the procedure author- 
ized by recently enacted laws for fixing 
temporary rates on a basis which does 


* Village of Welisville v. Maltbie, 257 App. Div. 
746 (N. Y.), 15 N. Y. S. 2d, 580; appeal dis- 
missed 263 N. Y. 139. ..... RS re 
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not go below prescribed limits with due 
regard to just compensation under Con- 
stitutional guarantees. 

There are, of course, other factors 
most important to management which 
must be taken into account in any proc- 
ess of rate-making and which could not 
be reflected in original cost accounting, 
such as, for example, the promotion or 
attraction of new or additional volume 
of business, the meeting of competition, 
and the like. 

There seem to be both need and op- 
portunity for a more extended practical 
use of original cost accounting in the 
process of rate regulation. 

A number of states already have ex- 
press statutory provision for the auto- 
matic adjustment of rates, and in some 
states plans of that kind have been 
placed into effect under general rate 
regulation.* 


In New York State, for example, 
there has been long in effect, as a part 
of the Public Service Law, a provision 
now embodied in Section 65, subdivision 
4, permitting a gas corporation or elec- 
tric corporation to establish, with the ap- 
proval of the Public Service Commis- 
sion, “‘a sliding scale for a fixed period 
for the automatic adjustment of charges” 
for gas, electric or any service “and the 
dividends to be paid to stockholders of 
such gas corporation.” This plan is gen- 
erally known as the London or Boston 
Plan for Automatic Rate Adjustments. 
Similar provisions may be found in the 
statutes of a dozen or so states, and of 
the District of Columbia.* 

In 1936, an amendment to the Public 
Service Law of New York was enacted, 
in Section 66, subdivision 16, conferring 
power the Commission, after a 
hearing upon its own motion, upon com- 
plaint or upon the application of a gas 
corporation or electric corporation to 

(Continued on paae 580) 


upon 


‘For example, the city of Jamestown Municipal 
Plant provides in its Rate Schedule for a_ con- 
sumers’ dividend plan; the Hartford Electric Light 
Company has a customer employee and _ stockholder 
dividend plan, and Concord (N. H.) Electric Co., 
has established a plan for adjustment of rates on 
the basis of dividing between customers and Com- 
pany savings due to improved operation. 

5 See, Arizona Corp. Comm. Law, § 680, on the 


basis of “profit to be realized’’; Arkansas Pub. 
Util. Act of 1935 § 20(a), Maryland Pub. Serv. 
Comm. Law, $387, and Missouri Pub. Utils. 


Comm. Act, § 614-17, on basis of “dividends to be 
paid to stockholders’’; California Pub. Utils. Act, 


$ 21, Colorado Pub. Utils. Act, § 19, Idaho Pub. 
Utils. Law § 59-317, Pennsvlvania Pub. Serv. Co. 
Law, Art. IIT, § 1, and Utah Pub Serv. Comm. 


$ 76-3-9, on the basis of ‘“‘the dividends to be paid 
to stockholders * * * or the profit to be realized”; 
Ohio Pub. Utils. Comm. Act, § 614-17, on the 
basis of “stipulated variations in cost’’; District of 
Columbia Pub. Utils. Code, § 18, “a sliding scale of 
rates and dividends according to what is commonly 
know as the Boston sliding scale, or other financial 
device that may be practicable and advantageous to 
the parties interested. 
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: HE primary purpose of a confer- 
‘ion, 


ence such as this is to provide an 
opportunity to exchange ideas at 
first-hand—to find out what the other 
fellow is doing and to tell him of your 
triumphs and shortcomings. It is with 
this in mind that I pass on to you in- 
formation and viewpoints which I hope 
will be of some assistance in our meet- 
ing on common ground in this impor- 
tant work. My remarks, for the most 
part, deal with the activities of the 
Federal Power Commission relative to 
its original cost program, rather than 
with the philosophy of original cost, 
related accounting principles or the use 
of original cost in regulatory proceed- 
jings. 

First, I should like to make the obser- 
ivation that the tremendous importance 
MS land value of plant accounting and the 
-riod | maintenance of adequate property rec- 
ords in the utility industry have only 
begun to be realized. Within the past 
five years, gigantic strides have been 
taken in that direction. I share the con- 
viction that within a few years adequate 
plant accounting will no longer, as it 
is today in certain quarters, be considered 
as an over-emphasized requirement of 
regulatory authorities. 

The work which you gentlemen are 
doing is of great responsibility. As the 
years go by, memories fail, faces dis- 
appear from the scene, but your work 
will endure as a monument to your in- 
tegrity and the acceptance of a public 
trust. 
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Nearly two years ago original cost 
and_ reclassification studies were re- 
quired to be submitted to the Federal 
Power Commission and many State 
Commissions by large electric utilities. 
Smaller utilities, those in Classes C and 
D, were given until January of this 
year in which to submit their studies. 

Of some 275 companies in both class- 
es subject to the jurisdiction of the Fed- 
eral Power Commission, I am happy to 
state that 233 have to this date submitted 
their studies. A good many of the re- 
— maining reports will be received by the 
nancialgend of this month. Over six billion dol- 
cous lars of utility property is represented by 


on the 
; Pub. 
_ Serv. 
Utils. 
s to be 
s. Act, 
o Pub. 
rv. Co. 
Comm. 
be paid 
lized”; 
on the 
trict of 
scale of 











EDISON ELECTRIC INSTITUTE BULLETIN 


Original Cost Requirements 


By M. W. Van Scoyoc 


Rates, Federal Power Commission 


Detroit, Michigan, December 2-4, 1940 


these 233 studies. You may be inter- 
ested in knowing the manner in which 
the dollars of utility plant were reclassi- 


Total Utility Plant 


Chief, Division of Original Cost of Bureau of Accounts, Finance & 


An address before the Fourth National Accounting Conference, AGA-EEI, 


Information has now become available 
of great value to management. Economic 
and statistical studies can now be made 


fied. A summary of the reclassified which were formerly impossible. Even 
amounts is as follows: though this work has been costly and 
Saas NE ath. TON S65 occ oles» bigivaw ons caiewe ba bee bdeoueese $4,743 ,602,000 
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ee ee ae | ae rn a ae a 76,766,000 
1004 Electric Plant Held for Future Use... . 0.25. ....- 5.02 ccccccccccccccces 41,979,000 
1005 Bleewsie Plant Acquisition: Aidsuivtrients. .....5 06:5 cee coe ts cee t's ae 378,856,000 
100.6 Electric Plant in Process of Reclassification.......................-05. 1,847,000 
AE RNA IRIE Ss otk acssatere wre eu 8:0 ok Bos.tesnsahe waiesledala's w aR LAE $5,275,070,000 

AGE: Denies Week AGING oe hic Bis ne beds oescewdcddworeaedew ens 121,759,000 
ROR. ROM. RTI SP ORNN 25 Src cine cies alealn nwiars eds ice, «6.4/0 ering wd ole wie alee ee 849,298,000 
bile stantra ised Gi Riata Ses i'n. elorainisis ines srqgiealbaene ere . . $6,246,127,000 


Most of the State Commissions have, 
as you know, adopted the new System 
of Accounts for electric, gas, water, and 
other utilities, and have also required 
reclassification studies to be submitted. 
Thus, nearly all of the electric and gas 
utility industry in the United States is 
subject to reclassification requirements 
of regulatory agencies. 


Leaving aside for the moment other 
advantages flowing from the reclassifica- 
tion work, we know that through this 
effort many utilities, and the total indus- 
try for that matter, will know for the 
first time where these many millions of 
dollars have been expended and what 
property was received or constructed for 
such expenditures. 

You may be interested to learn that 
of the 233 companies, previously men- 
tioned, 133 had unclassified amounts in 
their plant accounts as of the date of 
their reclassification studies. When I 
speak of unclassified amounts, I do not 
refer to intangibles or to the old over- 
head accounts such as Engineering and 
Superintendence, Interest During Con- 
struction, etc., which were prescribed 
accounts under prior accounting systems, 
but to those old familiar dollar recep- 
tacles entitled, “Plant Property and 
Equipment,” ‘‘Undistributed Cost of 
Property,” and others of similar im- 
port. Of the total dollars included in 
Account 100.6, Electric Plant in Process 
of Reclassification, for the 233 com- 
panies, $1,095,058,962, or approximate- 
ly 20 per cent was unclassified. 





has taken 
going to 
than one. 

The program of the Federal Power 
Commission for checking the original 
cost studies which have been submitted 
is briefly as follows: 

The Commission’s staff first makes 
an office review of the study submitted 
and then notifies the utility whether or 
not it is accepted for filing. Additional 
information is requested to supply any 
deficiencies which may be noted. When 
notification is given that the study has 
been accepted for filing, the utility is 
at liberty to enter the reclassification en- 
tries on its books. The acceptance for 
filing is, of course, subject to a field 
examination in the future. 


a good deal of your time, it is 


pay dividends in more ways 


The field examinations made by the 
staff of the Division of Original Cost 
consist basically of accounting and en- 
gineering reviews of the reclassification 
studies, the underlying working papers, 
books, records and related information. 
In these field studies we place great 
reliance recorded book costs of 
plant, not only of the accounting com- 
pany but of the predecessors as well. 
Estimates of cost are given the closest 
scrutiny. 

Based on the field examination, a staff 
report is written and subsequently served 
upon the utility with the request that 
it adjust its books to agree with the 
recommendations and adjustments of 
the Commission staff. Opportunity is 
afforded for an exchange of views be- 


upon 
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tween the company and the Commis- 
sion’s staff through informal confer- 
ences. 

If there are differences which cannot 
be reconciled, the entire matter is sub- 
mitted to the Commission for appropri- 
ate action. In such cases a formal hear- 
ing will likely result. 

Since this program was placed in 
effect, about two years ago, field exam- 
inations have been made of 48 electric 
utilities; thirty-five of these examina- 
tions have now been completed, and at 
the present time thirteen examinations 
are in progress. Staff reports have been 
served upon fifteen operating utilities. 

In only one case has a formal hear- 
ing been held on the question of recom- 
mended staff adjustments, that being the 
case of Northwestern Electric Company. 

Based on our field examinations, it is 
my opinion that the majority of the com- 
panies which have submitted studies 
have done so in good faith and actually 
put forth a conscientious effort to pro- 
duce a study which would meet with 
the approval of the regulatory bodies. 
This does not mean that our staff is 
not finding adjustments necessary, but 
rather that the studies appear to have 
been made with the honest conviction of 
doing the best possible job and with the 
expectation that the work would be 
thoroughly checked. 

One small group of studies which 
we have received can be placed in the 
“try-to-get-by” class. For various rea- 
sons some companies believed it was 
expedient to do as little work as possi- 
ble, hoping that no check would be made 
or that the check would be of a super- 
ficial nature. These cursory studies 
have been rejected in whole or in part 
and the reclassification work is being 
done over. 


The third group, which is very much 
in the minority, has apparently adopted 
the policy of concealment, evasion and 
noncompliance in a deliberate attempt 
to frustrate the regulation of its affairs. 
We are able to recognize these obstruc- 
tionists. Our policy towards them is not 
one of appeasement. 

The actions of the last two groups 
are the kind that result in proposals 
for stricter accounting regulation and 
the placing of management in a straight- 
jacket. Naturally, these regulations and 
restrictions would be burdensome alike 
to all classes. It is to be hoped that this 
last-stand obstructive policy toward reg- 
ulation will soon disappear from the util- 
ity industry. 
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We live in a changing world. The 
old days are gone forever. Regulation 
is only a substitute for competition. Un- 
less regulation of monopolistic enter- 
prises is successful and the people are 
satisfied with the results achieved, some 
other substitute will naturally be tried. 
Lip service only to the cause of effective 
and fair regulation will never make it 
succeed. I believes 
that regulation has utterly failed in the 
past or is failing at the present, but I 
am too realistic to proclaim it has been 
an There is too 
much evidence to the contrary. Never- 
theless, we are doing all that we can to 
make it succeed and I am confident that 
it will do so. 


am not one who 


unqualified success. 


One of the reasons why regulation has 
not achieved its fullest measure of suc- 
cess has been that accounting as a regu- 
latory instrument fell into disuse. 
Regulatory agencies recognized the 
importance of accounting soon enough 
—from the very beginning, in fact, 
when it came to prescribing accounting 
systems but failed to “follow-through.” 

We are passing through the last phase 
of an era of regulation where accounting 
is looked upon as a mere matter of form 
and not of substance. All of us have 
heard on many occasions in regulatory 
proceedings the expression, “Oh! that’s 
just the way we keep our books. It has 
no significance here.” Under this phi- 
losophy many abuses of substance were 
concealed and little attention was paid 
by regulatory agencies to improper ac- 
counting practices as they mistakenly 
believed such practices were of little 
consequence in rate-making. There is 
no doubt in my mind but that in many 
cases regulatory agencies were also to 
blame for the acceptance of this phi- 
losophy. 

A renaissance in regulatory account- 
ing has occurred. Accounting is now 
being recognized as our greatest instru- 
The day 
has arrived when the accounts should 
give the facts on which intelligent action 
can be based. It is not inconceivable 
that the two most important elements 
in rate proceedings—operating income 


ment of regulatory control. 


and rate base—may soon be taken from 
accounting records. The income state- 
ment is almost universally accepted with- 
out question in rate proceedings as re- 
corded on the books of account, but the 
construction costs, although kept under 
the direction of the same responsible 
officials, often said to be in- 
accurate and not to reflect the actual 


are so 
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cost of plant. This newer philosophy 
or concept of regulatory accounting is a 
great distance from the “mere matter 
of bookkeeping” once so prevalent. 

The task of complying with the re- 
classification requirements of the new 
Uniform System of Accounts has been 
a large one. It has called forth a great 
deal of resourcefulness and hard work 
on the part of the executives and em- 
ployees in charge of the preparation of 
the original cost studies. 

Our task of checking the studies which 
have been submitted is, likewise, not 
an easy one; however, I believe we are 
making good progress in a forward direc- 
tion. We have received excellent co- 
operation from company officials and 
employees in all but a few of our field 
examinations. 

Many problems have been encoun- 
tered in our work. Every field examin- 
ation seems to raise some new question. 
A few of the more important problems 
have related to the treatment of differ- 
ences arising from affliated company 
transactions, the use of the Common 
Utility Plant account, the classification 
of lines and facilities between transmis- 
sion and distribution, the use of Account 
100.4, Electric Plant Held for Future 
Use, and the restatement in plant of 
amounts previously charged to operat- 
ing expenses. Some of these problems 
have evoked considerable discussions in 
your past Joint Plant Accounting Con- 
ferences, as well as in regulatory circles. 
We have tried to solve these problems 
in a practical manner through the appli- 
cation of sound principles of accounting, 
the exercise of engineering judgment and 


with certain necessary references to the | 


equities and legal rights involved. 

The staff of the Commission has taken 
a firm stand relative to the restatement 
in the plant account of amounts for ad- 
ministrative and general expenses and 
other items previously charged to operat- 
ing expenses. We are confident that our 
position is sound and will be upheld 
should the question be tested in the 
courts. Our studies have disclosed that 
only a small segment of the electric util- 
ity industry has attempted to restate 
in plant items of this nature. 

From the field examinations which 
have so far been made, it does not appear 
that any substantial understatement of 
plant has taken place through the charg- 
ing in the past of identifiable labor or 
materials for new construction to operat- 
ing expenses. Some genuine accounting 
errors of this nature have been discov- 
ered, and we are not only accepting 
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appropriate corrections for such items 
but have initiated similar adjustments. 
Where replacement accounting was fol- 
lowed in the past as a company policy, 
we have not accepted the inclusion 
in the plant accounts of the cost of 
the presently existing units heretofore 
charged to operating expenses, but 
neither are we removing from plant 
accounts the recorded costs of the re- 
placed units on the theory that they are 
unrecorded retirements. We have neither 
advocated nor practiced the so-called 
“one-way street” concept. In fact, I 
can recall two instances where our staff 
adjustments increased the over-all re- 
classified cost of a company’s Electric 
Plant in Service. 
In our solution of these many prob- 
lems, we have had the active co-operation 
of the State regulatory commissions. 
Most of our field examinations are part- 
nership affairs with State Commission 
personnel, and joint reports result in 
most instances from these examinations. 
A number of you gentlemen here to- 
day have had the experience of a field 
examination of your reclassification 
studies; others will have this similar 
experience in the next year or two, and 
following that the investigation of the 
studies to be submitted by the Natural 
Gas Companies will get under way. 
Doubtless, many of you are wonder- 
ing what you should do after your orig- 
inal cost study is completed and submit- 
ted to the Commission and before it is 
checked in the field. I cannot give an 
official answer to your inquiries on this 
subjéct, but the following procedure 
would be considered normal. 
Your attention, first of all, will, no 
idoubt, be required by the repricing of 
the intervening several years’ retirements 
to an original cost basis, and the making 
of appropriate adjustments in your ac- 
counts. 
Secondly, the working papers support- 
ing your original cost study should be 
properly referenced and carefully pre- 
served. A number of instances have 
already come to our attention where 
employees have left the utility and no 
one remaining is familiar with their 
work, or it is found that working papers 
have become misplaced or are unintel- 
igible. Consequently, a great deal of 
gphe management’s time is taken up in 
eviewing the situation and reconstruct- 
ng the facts so that they may be ade- 
uately presented to our examiners. 

If you haven’t already done so, you 
hould proceed to prepare your records 
bf land and land rights in accordance 





+A. T. & T. Co., v. United States, 299 U. S. 232. 
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with Electric Plant Instruction 9E of 
the Uniform System of Accounts, and 
also make the functional segregation of 
your Depreciation Reserve. We have 
found quite a few companies which have 
overlooked these two items. 

Before passing to another topic, I 
should like to address my remarks par- 
ticularly to you gentlemen of the Natural 
Gas Industry who are presently engaged 
in preparing your original cost studies. 

I want to reiterate Mr. Charles W. 
Smith’s remarks before the Accounting 
Convention of the American Gas Asso- 
ciation last April on the importance of 
accounting controls in your work and 
the necessity of tying-in your results 
with the recorded book costs of plant. 
I suggest that you give full weight to 
the recent bulletin on Original Cost 
issued by the Committee on Statistics 
and Accounts of the National Associa- 
tion of Railroad and Utilities Commis- 
sioners. You will find therein a course 
of procedure for original cost work 
which you know will meet with the ap- 
proval of the regulatory agencies. 

Everyone appears concerned with what 
is going to happen to the amounts in- 
cluded in the acquisition adjustments 
account and the plant adjustment ac- 
count. A great many plans have been 
presented to the Commission for the 
disposition of the amounts in these ac- 
counts, and, also, some companies have 
asked authority to permanently retain 
certain amounts. 

For the 233 reclassification studies 
submitted, Account 100.5 averages 7.2 
per cent of Electric Plant, while Ac- 
count 107 is 2.3 per cent. Ninety-five 
companies did not report any amounts 
in Account 100.5 and 122 companies 
reported no amounts in Account 107. 
For some companies the reported ac- 
quisition adjustment and plant adjust- 
ment are very large percentages of Elec- 
tric Plant. 

The Federal Power Commission has 
taken no action with respect to the ac- 
quisition adjustments account beyond its 
Order No. 42-A, which provides for 
optional disposition to Earned Surplus 
or amortization through Account 537. 
Some utilities have taken advantage of 
the provisions of this order and are dis- 
posing of their acquisition adjustments. 

My personal convictions on the sub- 
ject are that the disposition or retention 
of amounts in Account 100.5, other than 
in accordance with Order No. 42-A, 
must be carried out as an individual com- 
pany proposition within the limits of 
certain broad fundamental principles, 
and with due regard to the A. T. & T. 
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Co. decision.* However, before dis- 
position or retention in individual cases 
can be given much active consideration, 
many facts must be ascertained. Prob- 
ably the foremost fact to be ascertained 
is that the amounts classified in Ac- 
count 100.5 represent genuine arm’s- 
length differences between the original 
cost of acquired operating units or sys- 
tems, and the true cash acquisition costs 
thereof. We know from our experience 
that many of the amounts, which have 
been classified in Account 100.5 in the 
original cost studies, represent affiliated 
company profits, write-ups, unrecorded 
retirements, bond and stock discount and 
expense, and many other items improp- 
erly included in this account. Too little 
research work has been done relative 
to items placed in this account. Un- 
identifiable differences cannot hope to 
win approval of regulatory bodies. 

We recognize, however, that difficul- 
ties exist in definitely determining the 
actual nature of the amounts in Account 
100.5. It is doubtful if conclusive proof 
can be given in all cases. In view of 
the state of the evidence, it may be 
anticipated that the amortization of 
Account 100.5 through operating income 
may, not be approved in advance of a 
hearing. Under the circumstances, I am 
of the opinion that a greater use of the 
amortization option granted by Order 
No. 42-A should be had. I feel sure 
that adequate reservation of legal rights 
can be made. Amortization in round 
numbers of years appears to be a feasible 
solution at this time. ‘This method will 
result in progress in disposing of the 
items and would not be deferring to a 
future time the day of reckoning. 

Concerning the disposition of amounts 
classified in Account 107, Electric Plant 
Adjustments, it is also my conviction 
that disposition in most cases will neces- 
sarily be upon an individual company 
basis. We are making a study of a plan 
similar to Order No. 42-A, which will 
permit certain disposition programs to 
be followed in the discretion of manage- 
ment and without necessity of formal 
Commission action. 

In two instances the Commission has 
entered orders approving disposition of 
amounts in Account 107. 

Account 107, being an account de- 
signed to take care of all differences be- 
tween original cost of plant and book 
cost, except differences belonging in Ac- 
count 100.5, is, in one sense, a clearing 
account and there is no reason, so far 
as I know, why any amounts should be 
permanently retained therein. Very few 
companies have suggested permanent 
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retention of amounts placed in this ac- 
count. Temporary retention may be 
necessary in some cases, pending the 
development of recapitalization plans 
where the amounts are so large that 
other plans of disposition are inadequate 
for prompt disposition of the amounts. 

While the Federal Power Commis- 
sion and many State Commissions have 
not required the installation and mainte- 
nance of Continuing Property Records, 
it is gratifying to know that so many 
utilities are voluntarily proceeding to 
install these records as a concomitant to 
their original cost studies. ‘There is an 
unmistakable trend towards installation 
of Continuing Property Records. 

I have noted that your committees 
during the past two or three years have 
given a great deal of attention to this 
subject, and have gone far in developing 
techniques and methods. ‘The proceed- 
ings of your last Joint Conference and 
the remarks made here today demon- 
strate clearly the conscientious effort 
being made to ascertain all of the per- 
tinent facts regarding Continuing Prop- 
erty Records, and that full advantage is 
being taken of every opportunity to im- 
prove plant accounting so that it may 
efficiently serve the needs of manage- 
ment and regulatory authorities. 

One perplexing question regarding 
Continuing Property Records has been 
the degree of detail in which the infor- 
mation is to be kept. ‘The degree of 
detail necessary to meet regulatory re- 
quirements, to my mind, depends largely 
upon the purposes for which the Con- 
tinuing Property Records are to be used. 

If they are to be used for the purpose 
of ascertaining a prudent 
rate base, as well as for retirement ac- 
counting and studies of depreciation, 
insurance and taxation and other pur- 
poses of management, the units of prop- 
erty now prescribed for retirement pur- 
poses will in almost all cases be found 
adequate. If, however, the Records are 
to’ be utilized as a perpetual inventory 
to be priced from time to time for the 
purpose of making reproduction cost ap- 
praisals, a great deal of detail will be 
required. ‘The prescribed units of prop- 
erty must be subdivided and a great deal 
of collateral information must be record- 
ed on your records. If reproduction cost 
is to be considered in the future for rate- 
making purposes such as it has in the 
past, it is to be expected that Continuing 
Property Records, when prescribed by: 
regulatory agencies, will require a great 
deal of detail if savings in time and 
money are to be realized in rate cases. 


investment 
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Instances have come to our attention 
where we believe that the Continuing 
Property Records being installed are too 
detailed and costly, and may later fail 
through sheer inability to keep pace with 
current accounting 
other cases, shortcuts in pricing and too 
liberal averaging of costs are going to 
For ex- 


requirements. In 


produce unsatisfactory results. 
ample, we know of one instance where 
a large utility took its entire Distribu- 
tion Pole and Fixture Account, amount- 
ing to several million dollars, and divid- 
ed it by the total number of poles in its 
system without regard to year of installa- 
tion, height, kind or class, and proposes 
to use the average cost per pole obtained 
in this manner as a retirement unit cost. 
This procedure is not only unsatisfactory 
from the viewpoint of a Continuing 
Property Record system, but it does not 
meet the requirements of the present 
System of Accounts. 

I, therefore, urge those who are in- 
stalling Continuing Property Records, 
or who contemplate doing so, to look 
ahead to the future and give careful con- 
sideration to the installation of such rec- 
ords as are consistent with the purposes 
for which they are to be used. 

Earlier I stated that this original cost 
work was going to pay dividends in more 
ways than one. Several months ago, the 
President of a large electric utility told 
me that he wanted his company to be 
the first electric utility to fully comply 
with the original cost requirements of 
the Federal Power Commission. I re- 
marked that this was not a usual experi- 
ence, and asked if he would give me his 
reasons for the statement. He explained 
that he was planning to refinance his 
company within the next year and with 
a clean balance sheet, and a property 
account audited and accepted by the 
Federal Power Commission, he believed 
he could obtain an additional one-quarter 
per cent reduction in the interest rate 
on his new bonds. This would save his 
company more each year in interest than 
the cost of the reclassification study. 

The Federal Power Commission is 
receiving many requests from brokerage 
houses, investment bankers, and private 
investors relative to the original cost of 


your properties. Several investment 
counselors and rating agencies have 
already sent their staff members to 


Washington to obtain information and 
data, including photostat copies of your 
original cost studies. 

The value of this original cost and 
reclassification work to utilities and to 
regulatory bodies, investors, and con- 
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sumers, is becoming more and more no- 
ticeable, and I feel confident from ex- 
pressions which have reached me from 
all of these sources that no one will ulti- 
mately regret having directed his energy 
to its successful completion. 






Has Management 
Benefited? 


(Continued from page 576) 
prescribe rates and charges for gas, elec- 
tricity or other service, 





“embodying the automatic adjustment of 
such rates and charges, over a fixed period 
not exceeding four years, based on the rela- 
tion between the net income from such rates 
and charges available for return and the 
fair value of the property of the corporation 
used and useful in said service.” 


This provision, while undoubtedly 
prompted by the so-called “Washington 
Plan,” differs from it in that it adopts 
as the base the ratio of net income t 
fair value of the property. No case has 
come to attention since the enactment offvi 
the New York law in 1936, in whichlations 
the statutory plan has been put intogollect 
operation in New York State. iderat 

There appears, however, to be nogact tl 
sound objection to the enaction of legis§ mis 
lation authorizing agreement upon af the 
plan of automatic rate adjustment req In a 
lated to original cost with due regardye ha 
to the basic consideration of assuring tobur co 
management the necessary means of fuldhem 1 
filling its responsibilities to the publidluce | 
and investors and of attracting addi¢lance 
tional capital. ncomy 

If it is to be the settled policy of regfhat tl 
ulatory authorities that a fixed rate baséey ne 
is to be utilized under some practicabléelatio 
and fair plan of automatic rate adjustdollect 
ment, the recently imposed requirementghetic 
for original cost accounting need not bao far 
spurned as purely punitive measures. Onion. \ 
the contrary, they become the means bygs ind 
which agreement on the fixed rate basd@he P 
between management and the Commis4hey a 
sions may be reached. bry. 

The new developments in public utild — 
ity accounting and the problems whiclh [h¢ 
those developments initially have created); my 
afford a new opportunity for demon}, j.. 
strating that progressive regulation need eposit 
not impair or cripple the ability of thd, to . 
industry to render public service and athate 
the same time protect the rights of ingith ; 
vestors. If public authorities are in facthoned 
endeavoring to improve regulation withfee: } 
out impairing the ability of the utilitieg, 2, 
to perform their important responsibili§, <j ye. 
ties, and if utility management is pregye 












- 





e 
pared to seek a solution of the newg,, om 
problems on that basis, these new devel or 
opments can and will be made salutar¥i.g jit 





and beneficial. 
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Are Lenient Collection Policies Profitable ? 


Assistant Controller, Niagara Hudson Power Corporation, Syracuse, N. Y. 


An address before the Fourth National Accounting Conference, AGA-EEI, 


HEN we consider the question 

of leniency in collection policies, 

we are, of course, dealing with 
relative term. At one end of the scale 
ye have deposits from every customer 
nd payment required within fifteen days 
r off goes the service, while at the 
ther end we have no deposits and pay- 
ments made at the convenience of the 
ustomer, with service discontinued only 
fter hopeless delinquency has accrued. 
Prudent and wise management dictates 
course between these two extremes. 
vith due thought given to customer re- 
ations, average amounts outstanding, 
ollection costs and bad debt losses. Con- 
ideration should also be given to the 
act that usually there is less liability of 
misunderstanding with the customer 
{ the account is paid promptly. 
In an effort to find the happy medium, 
ve have been in the process of changing 
uur collection policies in order to make 
hem more lenient, less costly and to re- 
uncollectible bill At first 
rlance, these factors would appear to be 
ncompatible, but experience has shown 
hat the adoption of a more lenient pol- 
ry not only has improved our public 
elations, but has saved us money. Ou 
ollection policies are firm yet sympa- 


luce losses. 


rementghetic to the problems of the custome: 


| not ba 
res. Onl 


leans by 


ate base 
ommis4 


lic util 
s which 


io far as we can go without discrimina- 
ion. We are dealing with our customers 
s individuals, instead of dealing with 
he PUBLIC, irrespective of whether 
hey are located in urban or rural terri- 
pry. 

Deposits 


The first item to be considered in the 


- created) -mulation of a definite collection pol- 


ion nee 


— 


ty is the attitude to be taken regarding 
eposit requirements. Frankness forced 


y of thé, to admit that the effect of indiscrim- 


e and afhate 
‘s of inj 


requirement of deposits carried 
‘ith it the implication that we ques 


e in facHoned the customer’s financial ability to 





on with 
utilitie 
sonsibili 
t is pre 
the nev 
w devel 













salutar\ 





eet his obligations. This hardly seemed 

auspicious way to begin a sincere 
usiness relationship. Accordingly, we 
ave eliminated the deposit requirement 
r residence accounts except in certain 
ansient areas and except in cases where 
finite adverse credit information is 
sailable. No change has been made in 
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connection with deposits on commercial 
accounts, where each case is handled on 
the basis of the credit rating and prob- 
able use of the customer. 

An analysis of our deposit records dis 
closed that many deposits had been held 
for a long period where the principal 
sum had been exceeded by the interest 
payments. Even where customers with 
such deposits had been chronically delin- 
quent the deposit had been of no help in 
making monthly collections. As a mat- 
ter of fact, some customers with out- 
standing deposits do not seem to meet 
their monthly bills as conscientiously as 
they would otherwise. 

Our deposit interest costs were about 
$90,000 per year and the costs of ac- 
counting and handling were substantial. 
While it seemed reasonable to expect 
that the uncollectible bill record would 
be adversely affected, we felt that the 
savings to be made would more than out- 
weigh this adverse effect, and that an 
appreciable net saving would result if 
the bulk of our residence deposits was 
refunded. Accordingly the program of 
refunding as many of the deposits as pos- 
sible was inaugurated, and where the 
job has been completed, our deposit cov- 
erage on residential accounts now aver- 
ages about 5 per cent. On this basis de- 
posits numbering in excess of 100,000 
will have been returned to customers 
and hereafter such deposits as are taken 
will be refunded voluntarily on a yearly 
basis, as conditions may warrant. 

Needless to say, our customers were 
pleased at our demonstration of confi- 
dence in them, and the many commenda- 
tions we have received would have gone 
far toward compensating for the added 
losses we had expected. The surprising 
part is that so far our uncollectible bills 
have not increased at all. 


General Policies 

In the discussion of changes made in 
collection policies, it will be helpful at 
this point to call attention to the fact 
that our company has discount rates and 
also that we have made a practice for 
many years of initiating collection action 
on ordinary delinquent residential ac- 
counts at the expiration of the second 


discount date, at which time two month- 
ly bills are in arrears. No changes have 
been made in these policies. 


First Notices and Stickers 

For many years we mailed a first no- 
tice at the expiration of the first discount 
period and then attached a notice to all 
bills on which there appeared an arrears 
item, calling the customer’s attention to 
the arrears, and requesting immediate 
payment. One serious objection to the 
use of such notices was the fact that they 
went to all delinquent customers—the 
customer who allowed his bill to become 
delinquent only once in two or three 
the the chronic delin- 
quent. Judging from a few straws in 
the 


letters and quips from customers, it 


years Same as 


wind in the form of occasional 
became evident that some people ob- 


As we did not 


money 


jected to the notices. 


know how much the notices 
were bringing in, and as we did not 
want to increase expenses by instituting 
records which would allow us to send 
such notices only to chronic delinquents, 
we dropped the first notice and later the 
sticker. To our surprise, we found that 
collections held up just as well without 
the and that evidently they 


served no useful purpose. By this change 


notices 


in routine, we not only saved the print- 
ing, preparation and handling costs of 
both notices, and the delivery or mailing 
costs of the first notice, but also removed 
a source of annoyance to many of our 
customers. 

On Chart No. 1 we show the per- 
centage of arrears at 
next billing date for the last five years 
and ten months. While there may be a 
few two and three months’ bills repre- 
sented in this group, the line represents 
principally one month bills delinquent at 
next billing date. This line shows a 
fairly even trend and we have not been 
able to discover where the discontinu- 
ance of the first notice or of the sticker 
had any effect whatsoever upon our col- 
lection figures. An interesting sidelight 
on the curve is the seasonal trend of 
payments or the upswing in delinquents 
every year during January and Febru 


our accounts in 
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CHART NO. 2 


PERCENTAGE OF COMBINED COLLECTION EXPENSE, INTEREST ON CUSTOMERS’ 


IN ARREARS AT NEXT BILLING DATE P DEPOSITS AND UNCOLLECTIBLE RILLS 
- Incl. PER DOLLAR OF RESIDENTIAL & COMMERCIAL REVENUE 
TWELVE MONTHS' MOVING AVERAGE 
December 1934 - September 1940 Incl. 
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Chart 2 = 
ary, when Christmas bills evidently have couched in pleasant terms to the “A’’ as well as the number of agr T sou 
the call. customers and at the same time mailing kept by the customers. In this way w@*@™P 
Collection Action formal final notices to the “B” and “C” are able to judge as to the effectiv : d 

Notices or no notices, there comes 2 customers in lieu of the first call. At the of each employee’s approach to the cusg-2!"8 
time when collection action must be expiration of the statutory five day pe- tomers who ask for extensions. It serene 
taken. Under our policy, as stated pre- riod our collectors call on the customer, been extremely gratifying to find t I 7 
viously, this time comes at the end ot whose accounts have not been paid by the customers keep these definite p * t 
the second discount period. This is the that time. Payment is requested from ises to make a payment at a given ti Pay 
point where individual treatment of cus- the “A’’ customer, but if it is not re- in more than 80 per cent of the cases. : ap 
tomers becomes highly desirable. Collec- ceived no further action is taken until We seldom have any complaints a ee ° 
tion statements, covering accounts un- the following month, when the cus- the Collection Department these days, wae 
paid at the end of the discount period tomer, if still delinquent, will have au- we feel that the liberalization of « ee 
and carrying delinquencies are furnished tomatically moved himself into the “B’ collection policies has been instrumen oe 
to the collection supervisor with a nota- class. Our collectors are given full au- in making friends for the company. W _ I 
tion as to how many times the account thority to handle the “B”’ and “‘C” cus- have strengthened the morale of our c a 
has required collection action in the pre- tomers as the facts in each case seem to lection and customers’ service clerkt Pag 
ceding six months. From this record of | dictate. We expect them to make collec- through giving them more authority ; wt it " 
the customer’s current paying habits the tion of the accounts assigned to them, — have saved the necessity of making manj eee 
collection supervisor classifies the cus- but if a customer asks for a reasonable thousands of collection calls each monthp “°° 


, ” +» . Bish ak . . ‘ : ance 
tomer as “A,” “B,” or “C,” according extension it is given due consideration. and we have reduced our “cut-offs fof ws 
oxen : : ‘ ” iZates | 

to the number of times the account has Knowledge of the payment habits of the non-payment”’ by about 60 per cent. P* 


: ji ah ee ; rs SEY e b jusefult 
required collection action in the preced- customer, as entered on the statement, is Ihe changes discussed have _ beef. 


; : ; ing. 
ing six months, as follows: a big help to the collector in determin- made gradually and in some cases hav = 


“A”—_None ing the course to be followed. If no not been made in all Divisions. The 
“B”—One other alternative seems open the collector Rp ac 
“<'—P wo to: Six discontinues the service. However, we Overall Costs o-chai 
Under the New York State law a cus- take no satisfaction in disconnecting a In addition to the intangible adv — 
tomer’s service cannot be discontinued customer’s service for thereby we admit tages of improved customer relations Il of 
for non-payment of an account unless that we cannot collect the account and increased employee morale these chan = 
five days formal notice has been given to in a considerable number of the cases have resulted in substantial ec ng 
the customer. Up until the last year or we lose a customer for the company. On Chart No. 2 we show the ratio tg 
so it had been our practice to make first The percentage of payments received combined collection expense, interest " y 
calls on all accounts two months or more _ in response to the letter to “A” custom- customer deposits and uncollectible bil Pi 
delinquent. Then, on the basis of the ers is very high. These customers are to residential and commercial reven roel 
collector’s report, the formal disconnect largely the one-time delinquents, many for the past six years and nine mont dina 
notices were forwarded to practically all times they were out of the city, and Under collection expense we include oe 
customers whose accounts were stil! they seem to appreciate receiving the amounts charged to Account 780.4 “C util 
delinquent. This necessitated a second friendly letter rather than a printed no- lections” except the salaries of tel ge 
collection call five days later on all of _ tice. and other daily cash receipt e ee 
those customers who failed to pay in re- We have extended the privilege of which leaves in the account all i reese 
sponse to the notice. This meant that granting payment extension to the cus- and outside expenses incurred in the 
our collectors had to cover the entire ter- tomers’ service clerks as well as to the lection of delinquent accounts. We ae 
ritory twice. In order to eliminate this collectors. A record is kept of the num- _ sider that the total of these three e: dis 


second collection trip, we have inaugu- ber of extensions granted by each col- factors gives a reliable indication of 


rated the policy of mailing a letter lector and each customers’ service clerk (Continued on page 586) oe 
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WANT to say to the accountants 
of the electric and gas industry, who 
have been behind these programs, 
that their rallying around the standard 
of sound business practices is a splendid 
example of group cooperation. It is 
ivenesgiceded in these times, and you have been 
lon custioing a wonderful job, in my humble 
It hagestimation. 








ement 
vay we 





d that I sense that you are first utility men, 
prompnd then accountants, and you realize 
wn timate responsibility which rests upon you 
aon the service of the public. You recog- 
nize, too, the importance to the investor 
of the protection of the credit of your 
as oupo™mPanies, and I think it is a very won- 
vanieuail derful thing that you have done this job 
ry we these past tew years in such a splendid 
our cog 2: . ; 
clerk}. The Fourth National Accounting 
ity ; wpe Omterence is about to close. It has 
o mee been, like its predecessors, an eminently 
monthpuccessful gathering. The large atten- 
offs foflance and obvious interest of the dele- 
gates in the sessions is evidence of the 
= “beeftsefulness and the need for such meet- 
ing. 


s abou 
days, s 


> 


ses have 
The Planning Committee, under its 
ko-chairmen, Mr. Flahive and Mr. 
Rodey, has presented for us an excep- 


advan . con 
tionally fine program. The thanks of 


ions an 
change!!! of us are due to that group, as well 
c . . . . . 
- as to the associations and individuals 
ynomie 


vho have given the time and effort to 
erest of arty it out. Its mere perusal indicates 
ble pilgne value that must flow to the com- 
anies from the consideration, by the 
monthrersons here present, of the subjects 
Pers afnumerated therein. lhe participation 
4 “Co Df men of outstanding ability in the pub- 
lic utility and allied fields in the meet- 
ngs of the past three days has con- 


ratio d 


revenu 


f tellet 


expenses . ‘ i 
Pens"fributed much to the success of this 
ll insid : Fete. oe ; ‘ ; 
vathering. The informal discussions of 

. the co 


‘common problems by groups of delegates 
We cof d ols 
‘ has stimulated, if that were necessary, 
> expe 5 : 
Perenterest in the solution of those prob- 
mn of t oe ; 
ems. There is hardly one of us, I ven- 
ture to say, who will not carry home 
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some thought-provoking ideas which 
should lead to better work in this im- 
portant branch of public utility activities. 

It is peculiarly fitting in this time of 
national stress that this conference 
should be a joint meeting of men in the 
related fields of gas and electric utility 
accounting. “The watchword for us now 
is unity—unity of effort toward the solu- 
tion of common problems. ‘The account- 
ing problems of electric and gas utilities, 
although differing in detail, are funda- 
mentally very much the same. What is 
more reasonable, then, than to make such 
conferences as this joint endeavors, con- 
ducted and attended by representatives 
of both the electric and gas associations ? 
There has been in the past unofficial co- 
operation between certain parallel com- 
mittees of the two associations, to the 
mutual advantage of both. Such coopera- 
tion should be encouraged and broadened 
in every way possible, without sacrificing 
in any way the intimate relations of 
utility accountants with their respective 
utility associations and company organi- 
zations. 

The mutual exchange of ideas and ex- 
periences at first hand is, to my mind, 
the principal advantage arising from a 
conference of this nature. In grappling 
with the problems that face us in our 
work, it is always helpful to know what 
has been done, or what is being done, 
by others in similar situations. The re- 
curring problems presented to us by new 
forms and higher levels of taxation; by 
the increased scope of regulatory control, 
with its attendant burden arising from 
the number of periodic reports required ; 
by the new accounting requirements pre- 
scribed by the State and Federal regula- 
tory authorities; these and many other 
questions can be better solved if we ex- 
amine the experiences of others. Just 
as a continual exchange of information 
and ideas within a single organization 
is necessary to the promotion of its 
greatest efficiency, so is frequent ex- 
change of information and ideas between 
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Mr. Young Formally Closes the Conference 


Chairman, Executive Committee, Public Service Electric & Gas Company, 
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organizations necessary for the greatest 
good of all. We can none of us afford 
to attempt self-sufficiency. Utility ac- 
countants recognize that with the de- 
velopment of machine accounting meth- 
ods, it is becoming more and more 
important to train the individual occupy- 
ing a subordinate position so that initia- 
tive and directive intelligence may not 
be unduly concentrated at the top. 

I am delighted that one of the com- 
pany officials has had the opportunity to 
present a paper to you on this particular 
subject. I think it is one of the most im- 
portant questions we have, the training 
of the men in the industry. 


Business, or if you like, capitalism, has 
found a tool in accountancy upon which 
to depend for the requisite analyses so 
Exact fi- 
nancial information, planned financial 
programs, budgets, and estimates, and 
ascertainment of facts are essential for 
its purposes. Business has been both a 
forerunner and recipient of scientific re- 
search. The earlier scientific societies 
were outgrowths of business effort. Civ- 
ilization, we are finding out to our cost 
today, is only slightly removed from 
barbarism. Economic progress is one of 
the foundations of democratic freedom. 
In our highly complex society the ac- 
countant has a very real part to play. 
He can be relied upon to hold fast to 
concepts that two and two make four, 
that something cannot be obtained from 
nothing, and that production is the one 
reliable source of wealth. He under- 
stands that costs vary in inverse propor- 
tion to goods produced and benefits re- 
ceived from their consumption. 

One of the by-products of the recent 
election has been the stimulation of 
thought on economic subjects. Economics 
is close to accountancy in many of its 
aspects. Accounting principles are based 
in large part upon economic laws. The 
present industrial system, with the use 
of mass production to facilitate the 


necessary for its operation. 
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widest possible distribution of goods, 
relies upon accounting methods for its 
efficient operation. 

The natural optimism of the pioneer 
in business in cooperation with the re- 
alism that the trained accountant pos- 
sesses makes an 
business success. 


ideal combination for 
Audacity, always au- 
dacity, is as applicable in business as 
in war. In peaceful pursuits we call it 
enterprise. The accountant must recog- 
nize the significance of enterprise, under- 
stand its importance, and be guided by 
its requirements. 

There are two major problems which 
are engaging the attention of utility 
companies today in connection with ac- 
counting problems: The establishing of 
original cost, together with the question 
of accounting treatment of plant ac- 
quisition adjustments ; and the finding of 
a generally satisfactory method of ac- 
counting for depreciation. Mluch effort 
has been spent on these questions, and 
much more undoubtedly will be spent 
before generally acceptable conclusions 
are reached. 
had on these subjects at this meeting 
have been most valuable. 

The disposition of the amounts re- 
corded in the Acquisition Adjustment 
account cannot be prescribed by 
rigid, inflexible rule. The question must 
necessarily be decided in the light of 


The discussions we have 


any 


the circumstances surrounding each case. 
Moreover, ample time should be given 
to the study of the question by the in- 
dustry and the regulatory bodies. No 
attempt should be made to rush to a 
solution merely for the purpose of ar- 
riving at one. The formulation 
adoption of sound depreciation practices 
and the building up of substantial re- 
serves for depreciation will, in the long 
run, benefit both the investor and the 
public. We must continue to give these 
two vital problems the best possible at- 
tention and study. Their sound solution 
is essential for the proper development 
of the public utility industry in the 
public interest. 

To resolve these questions equitably, 
the greatest cooperation among us in the 
industry, and between our industry and 
the regulatory authorities, will be neces- 
sary. They will not be solved by the 
work of one individual, or of a few. 
They will be solved only when many 
interested men, who have given the sub- 
jects careful thought, have exchanged 
their ideas and explored all the available 
facts concerning them. When a large 
number of ideas has become available, 
and when, after frank and open discus- 
sion of each idea, unanimity of opinion 


and 
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develops along a particular line, then 
the thoughts and plans of all groups may 
be crystallized into a sound and work- 
able solution. This bringing together 
of many ideas for discussion and evalua- 
tion, it seems to me, is the principal task 
before us in these accounting confer- 
ences. 

In conclusion I should like to empha- 
size the increased responsibility of the 
It is a 
corollary of:the increasing tasks which 
he faces. His is the important task of as- 
sembling and presenting the facts of the 


accountant in business today. 


business to management, for manage- 
ment can plan and proceed only when 
armed with knowledge of all the facts. 
The accountant must be equipped with 
a broad knowledge of the industry out- 
side of his special field of accounting, 
in order that he 
point of view and work in close coopera- 


may understand the 


Survival Value 


(Continued from page 554) 


mistakes. It might even help your own 
mental attitude to regard him secretly 
as ‘““His Majesty’s Loyal Opposition.” 

The biggest enemy of good team work 
is fear:—fear that someone else will get 
part of your share of the credit, part of 
your share of the money, part of your 


share of the power. Where there is 
fear, sooner or later there will be 
fight. Where there is fairness and se- 


curity there will be peace. We do not 
fight over food at the table because each 
one of us knows that he will be given 
his share and that it will be an ample 
share. Let fear of starvation arise and 
how long will it be before we reek with 
nasty little habits of cheating? 

There is survival value in team work, 
but the captain of the team must never 
the old dictum that there 
is no such thing as a good crew or a 


forget navy 
bad crew; there are only good captains 
bad Mary P. Follett 
added something to the clarity of this 
concept when she pointed out that I can 
never react on you, and you can never 
react on me, because the relationship is 
always one of I plus what you have done 
to me, acting on you plus what I have 
Perhaps that explanation 


and captains. 


done to you. 
needs pointing up. Consider your circle 
of friends. Whenever you are with 
Henry there is a sweetness, a nobility, 
an almost spiritual quality about him 
that brings out the very finest charac- 
teristics in When with 


George your heart goes back to short 


you. you are 
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tion with others in his organization. He 
must have a thorough technical knowl- 
edge of accounting. He should be able 
to speak with authority on any question 
which may arise in the field in which 
he is an expert; and he should strive 
always to give all the aid of which he 
is capable in the solution of current 
problems, not only within his own or- 
ganization, but in the industry of which 
he is a part. In the discharge of his 
responsibilities the accountant must ex- 
ercise deliberate judgment, and he must 
bring to his task a mind which is always 
abreast of current trends and develop- 
ments. 

| should like to thank again, for my- 
self and on behalf of all of vou, the 
members of the Planning Committee, 
the Special Committees, and all those 
who have helped to make this meeting 


so highly successful. 


trousers again and the untamed imp that 
you were long ago makes a jail break 
to the here and now. You could do a 
fandango in the streets or set the night 
aflame; a lingering childishness of be- 
havior which wild camels couldn’t drag 
out of you when you are with Henry. 
You'll find George at the convention. 
When you are with Egbert—I think 
that is his name, the little gadfly—vyour 
attention is strangely diverted by the 
secret throbbing hope that someday you 
can wrap a three-foot piece of lead pipe 
around neck! In_ short, 
you are a different person in the presence} 


his obnoxious 


of different people. 

If that is true—and | believe that it 
will be accepted as true by the body of 
competent opinion—then the corollaries 
that inescapably follow are of searching, 
soul stirring consequence. If that is trud 
then no executive has the right to askj 
“what am I going to do to my staff t 
make them stop trying to’ guess what 
| am going to want and then acting 
accordingly ?”, “What am I going to dd 
to that office boy to make him stop lying 
Remember it is | plus what 
you have done to me, acting on you plu 
what I have done to you. 


” 


to me?”, 


If the office boy lies to you it is be 
thinks it is necessary to lie 
to you and the necessity for the lie is 


cause he 


much more tragic than the lie itself 
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There is somebody he would not lie to 
If the clerks try to guess what you wan 
(Continued on page 587) 
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Troublesome Fuse Situation Developing 
By O. K. Coleman 


American Gas & Electric Company 


HE new 1940 National Electrical 

Code which went into effect in most 
places on November 1 contains many 
changes over the previous (1937) edi- 
tion. Much has been written and said 
about the new Code. ‘There has, how- 
ever, been little said to date about one 
of the most important changes—that re- 
lating to the requirement for plug fuses. 
This new requirement is of importance 
not only to all branches of the industry 
but to the public as well and should be 
given serious consideration. 

Edison base fuses, commonly known 
as plug fuses, have been used for over- 
current protection of circuits and equip- 
ment in ratings 0 to 30 amperes, 125 


volts, for many years. After November 
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i1, 1941, a new type of fuse to be known 


as the type ““S” fuse will be required 


for all new installations. The use of 


present Edison base plug fuses can con- 


The pur- 
pose of this change in the Code is to 
make it more difficult in the future to 
shunt fuses or to use larger fuses than 
the Code permits. 

The type “S” is to be made in two 
classifications, 0 to 15 amperes and 16 
to 30 amperes with several ratings in 
each class, so constructed that fuses of 
the 16-30 ampere class cannot be used in 
fuse holders of the other class. To 
accomplish this, all panel boards and cut- 
outs installed after November 1, 1941 
will be equipped with type “S” fuse hold- 
ers or Edison base fuse holders with 
adapters for type “S”’ fuses. 

One important feature, however, has 
been omitted as a firm Code requirement, 
that is, interchangeability between types 
of fuses made by various manufacturers. 
At present the Code only makes a rec- 
ommendation for such interchangeability, 
although a special committee has been 
appointed to try to work out a practical 
method of accomplishing it. 

Although this special committee has 
been at work now for almost a year, 
still no announcement has been made of 
any proposal for standardization. This 
delay may, if carried much further, cause 
serious embarrassment to the electrical 
industry as a whole and unnecessary ex- 
pense and annoyance to the public. It 
should be unnecessary to enumerate all 
those in the industry vitally concerned, 
but some thought should be given to the 





u wan 








confusion that the lack of a standard 
will cause among those who manufacture 


fuses, switches and panel boards, the 
operating utility companies that must at 
least try to help maintain them, and the 
inspectors on whom will fall a big part 
of the burden in the enforcement of a 
difficult rule. 

The Light and Power Group on the 
Code Committee did not favor this 
change in the Code because they felt, 
at the best, the confusion caused by such 
a change would more than offset even 
the advantages claimed by its sponsors. 
Now, however, that the change has been 
approved by a majority of the industry 
representatives, they are concerned to 
makes its application as practicable as 
possible under the difficult conditions im- 
posed by the Code. With this in mind, 
it is recommended that 
cerned give all the support possible to 
the “Special Committee on Type S Fuse 
Standardization.” Manufacturers should 
be encouraged to get together on some 
common basis and with as little further 
delay as possible. 


all those con- 


The operating utility 
companies and the inspectors should co- 
operate and withhold commitment on 
any individual type at least until some 
report is received from the Committee. 
This procedure will not only help speed 
standardization but may avoid serious 
complications later if the standard final- 
ly adopted should differ from a prema- 
ture selection. 

In the development of such a standard, 
there are invariably many ideas, some- 
times as many as parties involved, and 
naturally if standardization is to be 
accomplished, there must be much give 
and take. There are usually some who 
take the attitude that if they cannot get 
the kind or type of standard they want, 
they will not favor standardization. In 
many cases this is probably all for the 
best and provides delightful variety. 
Unfortunately, however, to hold out on 
the standard in this case just because one 
type or the other is not desired by some 
group does not eliminate the undesired 
type but further leaves the way open for 
many other types. Obviously the most 
undesirable situation in this case is to 
have more than one. If necessary, even 
a bad standard would be better than 
none in the long run. Let us, with as 
much give and take as necessary, try to 
arrive at the type that will be most gen- 
erally acceptable, but above all else ex- 
pend every effort to get a common 


“STANDARD TYPE S FUSE.” 








William P. Lay 


APTAIN WILLIAM P. LAY, 

founder and first president of the 
Alabama Power Company, died Novem- 
ber 21 at his home in Gadsden. He was 
87 years old. 

Captain Lay, who built and owned 
the first electric light plant in Gadsden, 
sold his controlling interest in the Ala- 
bama Power Company several years ago. 
He had long been known as a leader in 
the industrial development of the state. 
In 1898 he organized the Coosa-Ala- 
bama Improvement Association which 
had as its purpose the opening of the 
Coosa River from Rome, Georgia, to 
Mobile, Alabama. Out of this activity 
came the Lock 12 project on the Coosa 
River, a dam which marked the begin- 
ning of hydroelectric development in 
Alabama. It was named Lay Dam, and 
in 1939 more than 200 friends of Cap- 
tain Lay gathered to honor him by plac- 
ing on the dam structure a bronze tablet 
in recognition of his contributions to the 
progress and development of Alabama. 

He was for many years vice-president 
of the National Rivers and Harbors 
Congress and vice-president of the Mis- 
sissippi Valley Association for the south- 
eastern division, and was chairman of 
the Alabama Conservation Commission 
for 12 years. 


William E. Baker 


ILLIAM E. BAKER, executive 
vice-president and treasurer of the 
Arkansas Power and Light Company, 
died November 21 at the age of 53. 
Mr. Baker, a of Louisiana, 
first became associated with Harvey C. 
Couch, founder of Arkansas Power and 
Light, as a bookkeeper for the Southern 
Telephone Company at Fordyce, Arkan- 
sas, which Mr. Couch sold in 1911. He 
returned to work for Mr. Couch the 
following year in the Louisiana Creosot- 
ing Company and the Valley Land and 
Timber Company. In 1915 he became 
associated with the Arkansas Power and 
Light Company at Arkadelphia and in 
1917 became auditor of the company 
upon establishment of its general offices 


native 


at Pine Bluff. He was elected treasurer 
and assistant secretary in 1922 and later 
was named to the board of directors. 
His election as executive vice-president 
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and treasurer occurred in the spring of 
1940. Mr. Baker also was treasurer, 
assistant secretary and director of the 
Garland Power and Development Com- 
pany of Arkansas and of the White 
River Power Company of Pine Bluff. 


William Alvin 


Moore 
ILLIAM ALVIN MOORE, 


vice-president of the Mississippi 
Power and Light Company in charge of 
sales, died November 11 at his home in 
Jackson, Mississippi, at the age of 37. 
An honor graduate of Georgia Tech, 
Mr. 


youth, was recognized as one of the most 


Moore, despite his comparative 
brilliant figures in the utility industry 
in the South and had made a distinct 
contribution to the industrial develop- 
ment of Mississippi by his constant ef- 
fort to expand and increase the factories 
of the state. After 
training and service with the General 


several years of 


Electric Company, Mr. Moore joined 


the Mississippi Power and _ Light 
Company in 1929 as industrial sales 
manager. In 1932 he became assistant 


to the president and four years later was 
elected secretary. During this time he 
was in charge of the company’s commer- 
cial, industrial, governmental and muni- 
cipal sales. His elevation to the office 
of vice-president came in November, 


1937. 


Charles F. Stuart 


HARLES F. STUART, assistant 

to the president, Northern States 
Power Company, died November 29 at 
his home in Minneapolis at the age 
of 59. 

A former Mr. 
Stuart was active for many years in the 
promotion of rural electrification. He 
served as chairman of the Rural Lines 
Committee of the National Electric 
Light Association for two years. He 
joined the staff of the Northern States 
Power Company in 1916 and shortly 
afterward was made assistant to Robert 
¥. Pack, vice-president and general man- 
ager. When Mr. Pack became president 
in 1931, Mr. Stuart was made assistant 
to the president. 


newspaper writer, 
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Fourth National Accounting Conference 
(Continued from page 541) 


of the Customers’ Activities Group on 
Monday morning aroused so much in- 
terest that the speaker, Mr. G. B. Web- 
ber, of the Public Service Electric and 
Gas Company, Newark, was prevailed 
upon to make its contents available to 
all the delegates by repeating the address 
at the Wednesday general session. Deal- 
ing with the training of office employees, 
it pointed a way into a relatively un- 
explored field which is now acquiring 
added importance due to the replace- 
ment of personnel which the national 
defense program may soon make neces- 
Mr. Webber 


outlined an original and ingenious meth- 


sary for many companies. 


od for evaluating the various media used 
in relation to types of training. His 
paper appears in full in this issue. 

The general sessions proceedings were 
officially closed by Mr. P. S. Young, 
the executive committee, 
Public Service Electric and Gas Com- 
Newark. Mr. 


widely recognized as the dean of public 


chairman of 


pany, Young, who is 
utility accountants, told his colleagues 
that their work in the conference was “‘a 
splendid example of group cooperation,” 
and complimented them upon the large 
attendance and the obvious interest of 
all delegates. He expressed special ap- 
preciation to the Planning Committee 
for the arrangement of the program. “It 
is peculiarly fitting in this time of na- 
tional stress that this conference should 
be a joint meeting of men in the related 
fields of gas and electric utility account- 
ing,” he said. “The watchword for us 
now is unity—unity of effort toward the 
solution of common problems co- 
should be and 
broadened in every way possible without 


operation encouraged 
sacrificing in any way the intimate rela- 
tions of utility accountants with their 
respective associations and company or- 
ganizations.” 


Tuesday Evening Informal Dinner 

More than 500 delegates and 
attended the informal dinner held Tues- 
day evening in the Book-Cadillac grand 


Major Alexander Forward, 


guests 


ballroom. 
acting as toastmaster, introduced, in 
turn, Major Thomas J. Strickler, newly 
elected president of the American Gas 
Association, and Colonel H. S. Bennion, 
vice-president and managing director of 


the Edison Electric Institute. Each 
spoke briefly but pointedly on the bene- 
fits the two associations have derived 


from the cooperative work of the na- 
tional accounting conferences and the 





significance of accountancy in the prob- 
lems now facing the utilities. 

The featured speaker of the evening 
was Dean John T. Madden of New 
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York University, and his unusual topic § 


was “Accounting Eugenics,’’ which he 
treated with a_ delightful humorous 
touch. This science, the dean said, con- 
sisted of “that body of knowledge which 
is concerned with the means of trans- 
mitting to the next generation of ac- 
countants improved methods of treating 
the nebulous or partly developed fields 
of accounting so that the genus accoun- 
tant may be improved in the next gen- 
eration.” Against this he set “dysgenic 
accounting,” with its perfect example in 
“aboriginal cost—this monstrosity con- 
ceived in the womb of bureaucracy and 
sired by hypocrisy.” 

Proceeding in a more serious vein with 
a discussion of the original cost theory, 
Dean Madden said: “This avid interest 
in ‘original cost’ accounting is not an 
interest in original cost as an evidence 
of value, but actually a first move to 
substitute the unreturned recorded in- 
vestment in property now used for fair 
value as a rate base.” The application 
of this principle, he prophesied, “will 
have dire consequences for 
regulated industry when that industry 
has to operate in an unstable economic 
system.” 


economic 


Lenient Collection Policies 
(Continued from page 582) 
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lefore 1 


purts, | 


effectiveness of collection activities. Ob- rt of tl 


viously bad debt losses and delinquent 
accounts can be decreased by increased 
collection activity and bad debt losses 
can be lessened to some extent by in- 
creased deposit coverage. The problem 
is to hold bad debt losses and delinquent 
accounts at the points where further re- 
ductions are not profitable. 

Following are the detail figures for 
the beginning and ending periods shown 
on the chart: 


Twelve Months Ending 
Dec. 31,1934 Sept. 30,1948 


Residential & Com- 

mercial Revenue.$39,877,161 $46,204,310 
Collection Expense. 354,488 271,326 
Uncollectible Bills. 127,366 49,167 
Interest on Custom- 

ers’ Deposits 89,969 68,382 
Expense Total 571,823 388,875 
Expense Per Cent 1.434 842 
Expense Decrease $ 182,948 


The percentage comparisons on Chart 
2 are made on the base of residential 
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d commercial revenue, excluding in- 
ustrial and all other revenue; so as to 
iminate accounts that have little or no 
ob-Mnnection with regular collection rou- 

ines and which would cause wide fluc- 
ing @ations in the yearly figures. 


Conclusion 


he § Economic conditions have unquestion- 
ply helped in reducing the uncollectible 
ill write-off. Also, there has been a de- 
rease of 33-1/3 per cent in the interest 
hte on customer deposits for the three 
ac-Honths subsequent to July 1, 1940. 
fter making allowances for these two 





actors, upon which collection policies 
muld have had no effect, there still ~e- 
ains a large enough part of the $182,- 
48 saving to make the changes very 
uch worth while from a net earnings 


On- kandpoint. Had there, however, been 


ANIC 


en- 
nic 
> In 


jo reduction in expenses, or even had 
_. fhere been a slight increase in expenses, 
vith he liberalization would have been de- 
DY; jrable. 

rest) We watch monthly figures on results 
4" hrefully and a sharp reversal of trends 
NCE bould, of course, require a reappraisal 


| the principles involved. The encour- 
1™ lement we have received so far acts as 
fair | 


“| stimulus to further effort and we ex- 

“ON bect to continue working towards such 

wil lurther liberalizations as seem prac- 
- tcable. 


stry 
mic 
Accounting Aspects 
. (Continued from page 560) 
1€S fore regulatory commissions and 


purts, | have observed that the greater 
Ob.ftt of the work involved in such pro- 
redings falls upon the accountants. it 
} their duty to see that the investment, 
bst of operation and related financial 
in-fd statistical statements are properly 
slem #4 accurately set up and presented. The 
ent PcCountants must accept the responsibil- 
— for the preparation and presentation 
# most of those numerous exhibits which 
Fe a necessary and unavoidable part of 
hte cases. 
| In every day practical problems of rate 
ies aking, the accountant must and does 
‘194 ~ntribute a great deal to their solution. 
lis knowledge of the costs and statistics 
t operation are essential to a sound 
halysis and sound conclusions. His 
halysis of cost trends must play a large 
hrt in the development of rates to meet 
hanging costs and changing conditions. 
sympathetic understanding of our mu- 
‘hart§al problems will do much to promote 
ntialle good of our industry. 
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Robinson Heads Petroleum 


_Electric Power Association 


; EETING at Baton Rouge, La., 


December 12 and 13 for its 
twelfth annual conference, the Pe- 
troleum Electric Power Association 


elected E. L. Robinson, of the Gulf 
States Utilities Company, as president 
for the 1940-41 year. H. E. Roberts, 
Empire District Electric Company, Jop- 
lin, re-elected vice-president and 
K. K. Kramer, Houston Lighting and 
Power Company, was named secretary- 
treasurer. 


was 


New directors, elected for 1941-42, 
are Mr. Kramer; W. H. Stueve, Okla- 
homa Gas and Electric Company; J. E. 
Elliott, Southwestern Gas and Electric 
Company, Shreveport; Louis Blalock, 
Texas Power and Light Company; O. 
W. Jones, Central Power and Light 
Company, Corpus Christi, and B. E. 
Lowe, Southwestern Light and Power 
Company, Chickasha, Okla. 

At the opening session ‘Thursday 
morning H. C. Leonard, vice-president, 
Gulf States Utilities Company, formally 
welcomed the delegates to Baton Rouge. 
O. W. Jones, Central Power and Light 
Company, Corpus Christi, responded. 
The principal speaker of the session was 
W. A. Whitaker of the Standard Oil 
Company. His address on “The Selec- 
of Prime Movers at the Baton 
Rouge Refinery” was followed by a gen- 
eral discussion. 

J. E. Moody, power engineer for 
Southwestern Gas and Electric Com- 
pany, Shreveport, delivered the first ad- 
dress of the afternoon meeting, discussing 
the application of purchased power to oil 
production in the East Texas field. 
“Power Generation and _ Distribution 
Problems” was the subject of the next 
speaker, K. K. Kramer. Two power 
men of the Gulf States Utilities Com- 
pany collaborated in a talk on the com- 
pany’s Baton Rouge generating station. 
this the 
delegates were taken on an inspection 
trip of Baton Rouge, visiting the indus- 
trial area, the University oil field, the 
Louisiana State University campus and 
buildings and the state capitol building. 

The dinner held 
Thursday night. A. B. Paterson, presi- 
dent of New Orleans Public Service 
Company, addressed the power men on 
“Progress of the Private Utilities.” 


tion 


At the conclusion of session 


association was 


The Friday morning session heard a 
discussion on high speed gas engines by 
W. H. Stueve. A message to petroleum 
electric power men from the electrical! 
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manufacturers was presented by H. E. 
Dralle of Westinghouse Electric and 
Manufacturing Company’s industry en- 
gineering department. Power methods 
in the Illinois oil field were the subject 
of A. M. Young, Central Illinois Pub- 
lic Service Company. The afternoon 
session was a closed meeting devoted to 
business of the association. R. K. Glenn 
spoke on advertising. 


Specialized Group 
Activities 
(Continued from page 543) 

Commission, 233 have now submitted 
their studies representing over six bil- 
lion dollars of utility property. 

Further subjects of discussion and the 
discussion leaders were: perpetuation of 
original costs and plant reclassification 
with detail continuing unit property rec- 
ords—W. G. Pilgrim and S. L. Fergu- 
son; perpetuation of original costs and 
plant reclassification without detail con- 
tinuing unit property records—H. M. 
Tickle; simplified unit property records 
—H. P. Taylor; uses of the continuing 
unit property record—S. F. Kosters and 
A. A. Lipschutz; methods of reporting 
expense charges applicable to construc- 
tion and retirement work in progress— 
J. V. Cleary and J. L. Sunday; retire- 
ment sizes suitable for records of inside 
and outside plant—C. E. Shields and 
H. W. Endres. 


Survival Value 
(Continued from page 584) 


to be told instead of telling you what 
the bad news really is, then it is be- 
cause their experience with you has 
taught them that guessing is the easiest 
way to get along. There are people to 
whom they would report without first 
whooping into an analysis of how the 
somber statistics ought to be camou- 
flaged. There are executives for whom 
that stenographer would practically 
bounce in ahead of time. 

“What am I going to do to them?” Ah 
no, the proper question is, “What am I going 
to do to myself?” “What am I going to do 
to them?” is domination, force, poor leader- 
ship, “What must I do to myself?” is good 
team work because it recognizes that the 
big cog in the machine needs to be a good 
cog just as much and even more than the 
little cog because it is a pattern for the 
little cog to follow. 

There is no such thing as a good crew 
or a bad crew; there are only good captains 
and bad captains. What's the matter with 
your team? Go look into the mirror . 
and remember that there is survival value 
in cooperation! Now go home and do some- 
thing about it! 
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Technical and Commercial Divisions of 


Wisconsin Utility Association 
Meet at Milwaukee 


OTH the Technical and Commer- 


cial divisions of the Wisconsin 
Utility Association held conventions 
November 11 and 12 at the Pfister 


Hotel, Milwaukee. 
tendance was over 500. 

At a joint session of the two conven 
tions Leo T. Crowley, president 0° 
Standard Gas and Electric Company and 
chairman of the Federal Deposit Insur- 
ance Corporation, urged that the public 
utility industry make a new effort to 
cooperate with the Securities and Ex- 
change Commission in removing barriers 
to the solution of financial and integra- 
tion problems arising from the regula- 
tory legislation of the past seven years. 

“T am not reciting platitudes when | 
urge cooperation and joint discussion 
between government and governed fo1 
the resolution of differences,” Mr. 
Crowley said. “I know that they will 
work and that workable sets of laws 
can come out of them.” Citing the ex 
perience of government administrators 
and bankers as comparable, he 
tinued: “Our differences, as I see it, 
are not with the subject matter of re- 
form, but rather with the manner and 
the extent of its achievement... . 

“Though I speak approvingly of the 
objectives of the Public Utility Holding 
Act of 1935, I am realistic enough to 
believe that an openminded attitude on 
the part of the government, as well as 
much common-sense interpretation, will 
be necessary to make that act as useful 
to the public, to the utility industry and 
to the utility investor as it can be made.” 

In his opening address Association 
President A. P. Gale recommended that 
utility companies work more intensively 
with the merchandisers of load-building 
equipment in promotional activities. 

“The dealer and company combina 
tion in the sale of appliances, each one 
selling his own line in his own way, 
works best for all concerned,” Mr. Gale 
declared. “Tt been 
numberless times that 
prospering when the other is inactive. . . 
Tt will always have to be the company 
that does the pioneering work in those 
lines which do not have customer accep 
tance. Its efforts must be relied upon to 
introduce most of the new things.” 

Utility promotion of proper fluores 
cent lighting is a vital 


The combined at 


con 


has demonstrated 


neither one is 


necessity, said 








a aR 


the 


Illing, illumination engineer of 
Wisconsin Electre Com 
pany. Because of the misunderstanding: 
that utilities should dis- 
tribute technical information to suppliers 
and installers as to the best manner of 
using and applying the new light source, 


Power 


have arisen, 


he said. 
L. A. Falk, Wisconsin 


Light Company, demonstrated the type 


Power and 
of address which his company is present 
ing to luncheon clubs, describing how 
the company has improved its wiring 
system and calling attention to inade 
quate wiring in homes. 

the 
few industries that is ready to meet the 
demands of Richard 


The electric industry is one of 


national defense, 


Sales Plans Discussed at Southeastern Meeting 


LANS for maintaining and increas- 

ing utility electric sales were dis- 
cussed both formally and informally at 
the general the 
Southeastern Electric Exchange, held 
14, 15 16 at Atlanta. 
In addition to hearing addresses by com- 
pany executives, the delegates did exten- 


sales conference of 


November and 


sive detail work in day and night ses- 
sions of committees representing residen- 
tial, commercial, industrial, rural and 
advertising and promotion activities, and 
held a joint session with the Atlanta 
chapter of the Illuminating Engineers 
Total 


Society. attendance was over 
300. R. B. Roberts, Jr., general sales 
manager, Florida Power and Light 


Company, was conference chairman. 
Our government is composed of peo- 
ple, and the American people are fair, 
A. W. Higgins, president of the ex- 
change and of the Florida Public Service 
Company and the Florida Power Cor- 
the 
utility industry develop means for assur- 


poration, declared in urging that 


ing better service and more effective co- 
operation. He compared the operating 
company facing the year ahead to a ship 
with sails set to the direction of the pre- 
vailing winds, with lines taut and decks 
effective 
workers, 


clear for action, a crew of 
skilled and pointed in all 
weather toward the goal of greater ser- 
vice to the public. 


Rex I. Brown, president, Mississippi 
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Ix. Krafve, general sales manager, th 
Superior Water, Light and Power Com 
pany, told the delegates. “Because w 
are prepared, no more Federal fund 
need to be diverted from the essentia 
job of building national defense to th 
building of duplicate power plants an 
lines,” he said. “And further, the uti 
ity industry will cooperate by bringin 
energy generated in government plant 
to market over its lines. On every fron 
the industry is ready, willing, able an 
anxious to do its part for national de 
fense.” 
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Mr. Illing was elected chairman 
the Commercial Division, 
Mr. M. D. Hagen. 


re-elected vice-chairman. 


succeedin 
Mr. Krafve wag. 
ion v 


C. F. Dobsor 
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electrical 





engineer, Wisconsin Powe —- 

and Light Company, was elected chai 
ras Fe RE and, 
man of the Technical Division, succeed ‘eat 

ing E. H. Finkelnburg, and J. 

pee ; vs ; bver 4 
[yvand, chief engineer, Wisconsin Gal The 
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Which 


Power and Light Company, called atmet in 
tention to the existing widespread imance 
tegration and interconnection of electrijvester 
power facilities set up by the privatelfional 
Thus privatRed 
enterprise, with the funds supplied bplanne 
thousands of American citizens, has praifactu 
vided the nation with a grid systemdvert 
which protects every important load centompe 
ter and supports the national defenspoth 1 
program with a 40 per cent excess group 
capacity over peak demand in industriagroup, 
areas, he pointed out. he p 

The properties and efforts of the utilfvould 
ties should be directed now, more thaf Th 
ever, along lines aiding the customer}f wh 
welfare, said Charles A. Collier, vic@roact 
president, Georgia Power Company. Ifollect 
this way the business may be made necegiewp« 
sary and desirable to the American pedcenes 
ple, he pointed out, and the compani@mplo 
can maintain their ability to secure neynetho 
capital. 


owned utility companies. 


conor 

Charles A. Eastman, Ebasco Service®ishoy 
Inc., recommended that sales depar§pport 
ments use the effect upon net revenufariou 
as the gauge to measure the value of away r 
their new business efforts, in view of thfentio 
cash positions and requirements of thfpics 
companies. Selling must be made mom The 
selective, unprofitable investments mugfas cc 
be minimized, operating made more eflolbr 
ficient, Mr. Eastman declared, witParaff 
emphasis being placed on staggering peafctior 
loads and extending hours of use, mal def 
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er, thing greater use of reserves and intercon- 
 Comfhections. 
use Ww 





The individual committee meetings, 
| fund onsidered in detail the problems of 
‘Ssentlaheir particular divisions of sales work. 
to thirhe committees and the chairmen and 
nts an@ice-chairmen who presided over their 


he utessions were: Residential Load Build- 
ringing 


t plant 








ry fron 

ble an 

ynal de Fr. - E. A. Holds 
: ONCLAVES of the northern 
man ; 

nila and southern sections of the 
a — Pacific Coast Electrical Associa- 
ve wal. ot oe 
Dobsofio™ Were held a week apart in Novem- 


Peal More than 300 were present at 
he northern conclave, held first at Oak- 


d chai 
and, and attendance at the southern 
succeed . . 
J eeting at Pasadena was estimated at 


ver 450. 

The Oakland conclave opened with a 
hort general session at which C. E. 
Houston, president of the association, 
poke, followed by parallel group | ses- 
ions. 


sin Gal 
ied vice 


The business development section, of 
which R. C. McFadden is chairman, 
et in six groups. The code and ordi- 
ance group launched a drive to have 
western local ordinances follow the Na- 
yrivatelfional Electrical Code strictly. The 
; privatRed Seal and adequate wiring group 
plied bplanned to cooperate with national man- 
has pr@ifacturers and other electrical groups in 

systemdvertising in women’s magazines. The 
oad cenfompetition of butane was considered by 

defensoth the industrial power and heating 
xcess @froup and the range and water heater 
idustrig@roup, and the industrial men proposed 
he preparation of a manual which 
the utilfvould help salesmen meet the problem. 
ore thaj The administrative services section, 
istomerbf which E. A. Long is chairman, ap- 


ting 
illed a 









er, vic@roached its discussion of credits and 
any. Igollections from the public relations 
de necegiewpoint, presenting re-enactment of 


ican pedcenes between customers and company 
ompaniqmployees. The informal discussion 
‘ure newnethod was followed in the operating 
conomics section, with Chairman G. E. 
ServiceBishop providing the groups plenty of 
depar§pportunity to examine thoroughly their 
revenwarious problems. Circuit breakers, two- 
ue of away radio, voltage regulation, fire pre- 
-w of thfention and corrosion were some of the 
rs of thbpics dealt with by the engineers. 
ade mot The meeting at Pasadena a week later 





nts mugas conducted along similar lines. J. O. 
more ¢€ 
ed, wi 
ring pea 
Ise, ma 


olbrook, assistant general manager, the 
farafine Companies, outlined for this 
tction a method of budgeting wherein 
definite increment of profit can be 
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ing, L. M. Taylor and J. S. Sutherland; 


Commercial Load Building, W. B. 
Shenk and A. C. Bergh; Industrial 
Power, C. N. Rackliffe and P. D. Law- 
rence; Rural Electrification, L. M. Gray 
and J. T. Kimball; Sales Promotion 
and Advertising, E. N. Pope and J. M. 
Robertson. 


Two Conclaves 


predicted and attained, regardless of the 
size of the business or the conditions 
under which it operates. 

The transmission and _ distribution 
group of the operating economic sec- 
tion were interested in the trend in 
automatic reclosing of oil circuit break- 
ers toward smaller numbers of shots and 
reduced intervals between shots. <Ac- 
cording to F. R. George, Pacific Gas 
and Electric Company, discussions now 
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are usually as to whether the number 
of shots shall be one or two. One shot, 
immediately reclosing, has been specified 
for recently installed zone type urban 
substations, he said. The advantages 
of capacitors for regulating purposes 
were discussed, and there was interest 
in the possibilities of series units. The 
meter group found that obsolescence of 
units purchased in the 1914-26 period 
is a question of increasing importance. 

Dr. R. W. Sorenson, president of the 
American Institute of Electrical En- 
gineers, in an address before the oper- 
ating economics section, appealed for 
improvement in the techniques for inter- 
changing engineering information, so 
that the benefits of engineering method 
may be more generally understood and 
used. James Mussatti, general manager 
of the California State Chamber of 
Commerce, addressed a general lunch- 
eon meeting on the subject, “America 
Straight Ahead.” 





Oklahoma Utilities Association Activities 


I the meeting of the Board ot Di- 
A rectors of the Oklahoma Utilities 
Association held in Tulsa, Oklahoma, 
Dec. 5, 1940, the following Officers and 
Directors were elected: 

President, R. K. President, 
Public Service Company of Oklahoma, 
Tulsa; First Vice-President, W. L. 
Woodward, President, Zenith Gas Sys- 
tem, Inc., Alva; Second Vice-President, 
J. C. Happenny, President, Oklahoma 
Power & Water Co., Sand Springs; 
Treasurer, B. M. Lester, Vice-Presi- 
dent and Treasurer, Oklahoma Gas and 
Electric Company, Oklahoma City: 
Secretary, Kate A. Niblack, Secretary, 
Oklahoma Utilities Association, Okla- 
homa City. 


Lane, 


New Directors elected were: J. P. 
Arnold, Public Service Company of 
Oklahoma, Tulsa; J. C. Happenny: 
KE. C. Joullian, President, Consolidated 
Gas Utilities Corporation, Oklahoma 
City; Frank B. Long, Vice-President, 
Oklahoma Natural Gas Company, 
Tulsa; S. I. McElhoes, Vice-President, 
Southwestern Light & Power Company, 
Chickasha; A. F. Potter, Manager, The 
Gas Service Company, Bartlesville; and 
W. L. Woodward. 

Directors reelected -were: C. A. 
Breitung, Oklahoma Manager, South- 
west Natural Gas Company, Ada; 
George A. Davis, Vice-President, Okla- 
homa Gas and Electric Company, Okla- 


homa City; Glenn C. Kiley, Manager, 
Western Division, Oklahoma Gas and 
Electric Company, Oklahoma City; and 
R. K. Lane. 

The Annual Convention will be held 
at ‘Tulsa March 17 and 18, 1941. 

The eastern district of the electric 
light and power division of the Okla- 
homa Utilities Association held a 
conference recently at the Mayo Hotel 
in Tulsa, with T. P. Gilmer, Public 
Service Company of Oklahoma, presid- 
ing as chairman. 

Utility men who spoke on the pro- 
gram included J. C. Happenny, presi- 
dent, Oklahoma Power and Water 
Company, electric division chairman; J. 
P. Arnold, Public Service Company of 
Oklahoma; E. B. Smith, Oklahoma Gas 
and Electric Company; R. K. Lane, 
president, Public Service Company of 
Oklahoma, and Frank Long, president 
of the association. The national defense 
program in relation to the utility indus- 
try was the principal theme of three 
guest speakers, H. E. Anderson, of the 
Federal Bureau of Investigation, John 
Rogers, former president of the Tulsa 
Chamber of Commerce, and Thomas 
Finney, manager of the Chamber’s in- 
dustrial department. 

T. E. Mansfield, Oklahoma Power 
and Water Company, was elected chair- 
man for the coming year and W. E. 
Wolfe, Oklahoma Gas and Electric 
Company, was elected secretary. 
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S. R. Incu has resigned as president 
f Electric Bond and Share Company 
ut will continue as head of Ebasco 
ervices, Inc. 

C. E. Groesseck, chairman of both 
lectric Bond and Share and Ebasco 
will in the future confine his 
ctivities to the holding company. 


recently 
Edison 
had as 


heir purpose the further combination of 


personnel changes 
Consolidated 


Several 
innounced _ by 


echarg¢he electric and gas operations of the 


“I 


ompany. 
Three new vice-presidents are: 
Hupson R. SEARING, vice-president 
charge of electric and gas operation 
ind electric production, formerly engi- 


2.omeer of operation in the electric field, 


10.0 


) $0.1 


) | 
) a 


) | 


10.06 


,;prooklyn Edison Company as 


sssociated with the Consolidated system 


ofince 1913 in capacities including super- 


ntendent of the transmission and dis- 
ribution department and assistant elec- 
rical engineer ; 

James F. Hunter, vice-president in 
tharge of technical service and gas pro 
fuction, formerly assistant vice-presi- 





pat 
4 LELAND B. BoNNETT, vice-president 


in charge of design, inventory, purchas- 
ing and stores, formerly engineer, design 
nd planning, for several years with 
inside 
lant engineer and later as purchasing 


) 1 gent. 


) 1 


) a 


) 


discoun 


Six 
lected : 
HARLAND C. Fores, assistant vice- 


{ assistant 
_ for research, development and 


vice-presidents were 


lanning, formerly system engineer in 


i electric field, 


with the system since 


Heneun C. SAVAGE, assistant vice- 


) discoum “Neg for design, inventory, purchas- 


) 5.0 
_president for design, inventory, purchas- 


and stores, formerly purchasing 
toent ; 
James F. FairMAN, assistant  vice- 


ng and stores, formerly electrical engi- 


q) 2,0peer 5 


3.0 
F president 


06 “ 





Georce L. KNIGHT, assistant vice- 
for construction and_ shops, 
ormerly engineer of construction; 
Eart L. GriFFITH, assistant 


resident for construction and_ shops, 


vice- 


formerly engineer of gas maintenance 


nd construction ; 
Cotin C. Simpson, assistant vice- 
resident for operation and electric pro- 





duction, formerly engineer of gas dis- 
tribution. 


Rosert L. LAGERQUIST, former office 
manager of the Waterbury district of 
The Connecticut Light and Power 
Company, has been appointed supervisor 
of customer relations for the company 
with headquarters at Waterbury. Mr. 
Lagerquist joined the company in 1928 
as an auditor, after five years’ service 
with the Manchester (N. H.) Gas 
Company. 

Ernest H. GreEeEN succeeds to the 
post of office manager at Waterbury. 
Prior to this promotion, he was Mr. 
Lagerquist’s assistant and has been in 
the employ of the company since 1919. 

Other transfers within the Connecti- 
cut Light and Power organization: 

Paut L. Moran, office. manager at 
Meriden, to New Britain as office man- 
ager. 

ALBERT F. SprAFKE, Meriden office, 
to Waterbury as assistant office manager. 

Cart R. SpraFKE, Southington, to 
succeed Albert F. Sprafke at Meriden. 

Govutp B. Curtis, Hartford staff, 
to Meriden as office manager. 

Georc_E H. SmitH, office manager at 
New Britain, to the Hartford staff. 

Cart R. Larson, Hartford staff, 
Winsted as office manager, succeeding 
the late Daniel L. Curtin. 


ALFRED A. Brown, a member of the 
Oklahoma Gas and Electric Company 
organization since 1919, has been named 
vice-president in charge of sales, succeed- 
ing O. A. Jennings, retired. Mr. Brown 
was sales manager at the time of his 
promotion, and had received national 
recognition for his plan of dealer cooper- 


ation for selling electric appliances. 
Prior to joining Oklahoma Gas and 
Electric, he was associated with the 


General Electric Company. 

BERNARD M. Lester has been ap 
pointed to succeed W. R. Emerson, re 
tired, as vice-president and treasurer of 
the Oklahoma Gas and Electric Com 
pany. Mr. Lester was formerly secre- 
tary and general auditor of the company 
and is a member of the board of direc 
tors. 

Howarp HENLfy, 
secretary, 
tary. 


formerly assistant 


succeeds Mr. Lester as secre- 
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MILTON SANDERS, member of the 
merchandising department of the Cen- 
tral Arizona Light and Power Com- 
pany, has been promoted to the position 
of general sales manager. 


Harry C. Ross, for the past six years 


manager of the claims and safety divi- 
sion of the Pacific Gas and Electric 


has been appointed personne! 
manager of the company, succeeding the 
late E. McCann. Mr. Ross joined 
the company in 1915 at Fresno and was 
district manager there for several years 


Company, 


before going to the San Francisco gen- 


eral office in 1930. 


CHARLES W. APPLETON, vice-presi- 
dent in charge of general relations with 
public utilities of the General Electric 
Company, has retired because of ill 
health. Mr. Appleton joined General 
Electric’s law department in 1918 after 
serving eight years in the New York 
City courts as a magistrate. Later he 
became general counsel for the lamp 
department. As chairman of the com- 
pany’s New York World’s Fair Com- 
mittee, Mr. Appleton directed the prep- 
aration and operation of the General 
Electric exhibit. 

FrepericK H. Bascock, since 1927 
assistant to Vice-President C. W. Apple- 
ton of the General Electric Company, 


has been appointed manager of the cen- 
tral station department of the New 
York district of the company. Mr. Bab- 


cock entered the employ of General 
Electric in 1911 as a student engineer 
and was assigned to the central station 
engineering department the next year. 
In 1916 he 


engineer 


was made a commercial 


of the department. 

L. P. FEssENDEN will end 50 years 
of service in the utility industry 
January 1, when he will retire from his 
position as district manager of the She- 
boygan offices of the Wisconsin Power 
and Light Company under 
pany’s pension system. 

Pau H. FiscHer, now 
the Berlin district, will 
Fessenden as Sheboygan 
ager. 


on 


the com- 


manager of 
Mr. 


man- 


succeed 
district 


Cuarces F. Terre, until recently 
operating manager of Gulf States Util- 
ities Company, Beaumont, has 
been appointed operating manager of 
Puget Sound Power and Light Com- 
pany, Seattle, Washington. He will 
manage the company’s central division 
in addition generation, 


Texas, 


to supervising 
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transmission and distribution throughout 
the Puget Sound system. Mr. Terrell 
had been employed by the company once 
before, from 1922 to 1924, when he was 
superintendent of light and power fo1 
the northern division at Bellingham. He 
then went to El Paso, Texas, as light 
and power manager for the El Paso 
Electric Company, later to Florida, 
where he was general superintendent for 
the Tampa Electric Company, and back 
to Texas to join Gulf States Utilities, 
for whom he has been manager of oper- 
ations for ten years. 


Tony G. SEAL, director of rates and 
economic research of Louisiana Power 
and Light Company for several years, 
has been appointed assistant to George 
G. Walker, operating sponsor for Ebasco 
Services, Inc., for the south central 
group of properties. 

Matcotm R. WitiiaMs, formerly 
connected with the Tennessee Railroad 
and Public Utilities Commission, will 
succeed Mr. Seal as director of rates and 
economic research for Louisiana Power 
and Light Company. 


Depreciation Committee 
Activities 
(Continued from page 544) 


bind any of the Committees taking part 
in the conference, far less the electric 
and gas industries or the governmental! 
regulatory agencies which constitute the 
National Association of Railroad and 
Utilities Commissioners. Nevertheless, | 
feel that to have such opinions accepted 
with little or no express qualification by 
the representative group which made up 
the Washington conference is a definite 
achievement. 

However, it would be too much to say 
that the depreciation controversy is now 
or is about to be settled. Plenty of work 
remains to be done. Methods for estab- 
lishing at least empirical standards or 
limits to the reasonableness of deprecia- 
tion charges and depreciation reserves 
are being studied, and those who attend 
the meeting of the Depreciation Ac- 
counting group this afternoon will hear 
some interesting discussions along this 
line. It is gratifying to report that, at 
the Washington conference, it seemed to 
be a generally accepted view that past 
experience in and of itself is not a suff- 
cient guide for determining the reason- 
ableness of depreciation charges or of the 
amount of a depreciation reserve; and 
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that, generally speaking, such determina- 
tion is less a matter of formula or cal- 
culation than of informed judgment. 
Further cooperative studies with spe- 
cial reference to methods of estimating 
probable service lives and the assembling 
of factual data as a basis for such meth- 
ods are under way, and, it is hoped, will 
be discussed at future conferences be- 
utility and government 
sentatives to the benefit of both. 


tween repre- 


Evaluating the Office 
Training Program 
(Continued from page 574) 


reasonable basis for evaluating the office 
training program of a given company. 
If your company has, under each of the 
four ingredients, a related program that 


adds up to a total of ten or more, yo 
can take full credit in the original for 
mula. If for example, your entranc 
training program provides job sampl 
instruction combined with the use of 
manual, your count of fifteen woul 
entitle you to take a value of thirty fo 
“a.” If, however, you depend alon 
upon your supervisors or older employee 
without a plan to pass the good wor 
along to the new employee, your entranc 
training program is worth one-tenth o 
thirty, or three, and your overall prc 
gram is weakened to that extent. 
What I have tried to do in this dis 
cussion is to catch hold of a rather elu 
sive problem and reduce it to a formuls 
which, if applied with common sense ii 
a given company, may show where ther 
may be need for strengthening the offic 
training program of that company. 
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